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JOINT APPENDIX 


IN THE 


United States Court of Appeals 


For tHe District or CotumBia Crecuir 


No. 13,582 


Nartonau Coat Association, Unrrep Mine WorKERS OF 
America, Fuets Researcn Counc, Inc., Petitioners 


Vv. 


FrpERAL Power Commission, Respondent 


On Petition for Review of an Order of the 
Federal Power Commission 


Petition for Review 


To the Honorable Judges of the United States 
Court of Appeals for the District of Columbia: 


Petitioner, National Coal Association, is a voluntary, in- 
corporated, non-profit organization, embracing within its 
membership approximately four-fifths of the total commer- 
cial bituminous coal production of the United States. Its 
members are located in every coal producing State in the 
nation. Coal produced by these members is sold and mar- 








keted is all the States and in practically all communities in 
the United States. 


Petitioner, United Mine Workers of America, is a volun- 
tary, unincorporated non-profit association, organized for 
the protection and welfare of the mine workers belonging 
to and affiliated with it. It has a membership of several 
hundred thousand persons engaged in the actual mining 
and production of coal in mines located in various States 
of the United States. Coal produced by these members is 
sold and marketed in all States and in practically all com- 
munities in the United States. 


Petitioner, Fuels Research Council, Inc., is a voluntary, 
incorporated non-profit organization, representing persons, 
associations and corporations engaged in the mining, proc- 
essing, transportation and sale of bituminous coal and other 
solid fuels, and in research and other matters relating to 
or bearing upon the competitive relationships between coal 


and other fuels. 


Each of the aforesaid petitioners was a party in the pro- 
ceeding before the Federal Power Commission entitled ‘‘In 
the Matter of Northern Natural Gas Company, Docket No. 
G-2409,’’ having been made an intervener therein by order 
of the Commission issued August 12, 1954. 


Petitioners, being aggrieved by the Opinion and Order of 
the Federal Power Commission issued June 30, 1956 in 
Docket No. G-2409 and their application for rehearing 
thereof having been denied by the Commission on August 
27, 1956, do hereby, pursuant to Section 19(b) of the Natu- 
ral Gas Act (52 Stat. 831; 15 U.S.C.A. § 717r), petition this 
Court to review, vacate, set aside and rescind said Opinion 
and Order and the findings and conclusions contained there- 
in, all as hereinafter more fully alleged and set forth. 


o— wee Zhe — 





i. 


Tuer NATURE OF THE PROCEEDINGS AS TO WHICH REVIEW 
Is Soucut 


1. On April 19, 1954, Northern Natural Gas Company 
(hereinafter referred to as ‘‘Northern’’) filed an applica- 
tion under Section 7(c) of the Natural Gas Act (15 U.S.C.A. 
§ 717f) for a certificate of public convenience and necessity 
authorizing it to construct facilities to serve the Black Dog 
Lake generating station of Northern States Power Com- 
pany (hereinafter referred to as ‘‘Northern States’’) with 
natural gas on an interruptible basis. The gas would be 
used, in displacement of coal produced by members of peti- 
tioners, as boiler fuel to generate electricity in this plant 
of Northern States located on the Minnesota River, south 
of Minneapolis. 


2. A consolidated hearing on this and another applica- 


tion was held on September 13-16, 1954; thereafter, before 
the filing of briefs, the record was reopened and the two 
dockets consolidated with others for the purpose of further 
hearing which was concluded on June 7, 1955. By an order 
of the Commission, issued on July 28, 1955, Docket No. 
G-2409 was severed from the consolidated dockets for ini- 
tial decision by the Presiding Examiner. 


3. While numerous parties participated in the consoli- 
dated dockets, the active participants in Docket No. G-2409 
were Northern, these petitioners and the Commission’s 
staff. 


4. At the conclusion of the hearings and after the sub- 
mission of briefs, the Presiding Examiner issued his initial 
decision on August 16, 1955 in which he concluded that the 
application ‘‘should be denied.’’ He found that Northern 
‘‘has not demonstrated on this record that the construction 
and operation of the facilities proposed herein are required 
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by public convenience and necessity’’. These ultimate find- 
ings were bottomed upon his further findings that— 


‘This is a case in which a sale is proposed to be made, 
but in the Examiner’s view ought never to be permitted 
to be made at less than commodity cost; where Appli- 
eant’s other customers would be forced, if the applica- 
tion is granted, to shoulder a portion of the commodity 
eost, creating unreasonable preference and discrimina- 
tion between types of customers; where conservation 
of natural gas should be controlling; where coal is 
readily and economically available and now in use in 
the Black Dog plant; and where factors are present 
which more than counterbalance claimed benefits to 
Applicant and Northern States.’’ 


5. After the filing of exceptions by Northern and after 
oral argument before the Commission, the Commission 
issued its order and opinion on March 16, 1956 denying the 
application. (Appendix A, attached hereto.) That order 
and opinion affirmed, with minor modifications, the initial 
decision of the Presiding Examiner. In it, the Commission 
found, inter alia (Appendix A, pp. 2-4): 


a. The use of natural gas as a boiler fuel is an inferior 
usage and should be permitted only on a ‘‘positive 
showing that it is required by public convenience and 
necessity.”’ 


b. Northern ‘‘has fallen short of the positive showing 
required * * * .”* 





1 Four separate opinions were issued on March 16, 1956. The three Com- 
missioners who voted against the grant of a certificate to Northern were 
Chairman Kuykendall and Commissioners Draper and Connole. Commissioner 
Connole filed a separate concurrence in which he expressed ‘‘complete agree- 
ment with all the conclusions of the majority report.’’ Chairman Kuykendall 
wrote a separate concurring opinion in which he said that he did not ‘‘sub- 
scribe to all that is said’’ in the majority report, but that he concurred 
‘tim the result reached.’’ Commissioner Digby and Stueck filed a separate 
dissenting opinion. 


ce. The proposed sale ‘‘ would aggravate the gas supply 


problem which increasingly perplexes Northern 
* * * 99 


d. The ‘‘detriments to the public which would result 
from authorizing Northern’s proposed operations 
outweigh such benefits which might flow therefrom 


* * @ 99 


e. A ‘‘persuasive showing has been made of the adverse 
impact of the sale on economic conditions in areas 
supplying coal for the Black Dog plant.’’ 


f. The ‘‘benefits’’ the proposed sale would yield, ‘‘in- 
cluding possible additional revenues which might 
accrue to the benefits of Northern’s utility custom- 
ers, an improvement in Northern’s system load fac- 
tor, and claimed savings to Northern States in fuel 
costs, are relatively meagre and uncertain of realiza- 
tion.’’ 


The Commission found specifically in its March 16, 1956 
order and opinion that the ‘‘record fails to show that the 
sale to Northern States will be made at a price which will 
recoup costs properly allocable to it’? (Appendix A, p. 4). 
The Chairman concurred ‘‘because I am unable to deter- 
mine, from the record, that the revenues which would be 
derived from this sale are adequate to cover the costs which 
would properly be allocable thereto’’ (Appendix A, p. 6). 


6. On April 12, 1956, Northern filed an application for 
rehearing. That application asserted, inter alia, that the 
Commission’s March 16, 1956 order and opinion in this 
case constituted ‘‘a repudiation’’ of the Commission’s 
Opinion No. 281 in Docket G-2217, a wholly independent 
proceeding in which these petitioners were denied leave to 
intervene. That proceeding involved the rates on North- 
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ern’s jurisdictional sales while the instant certification pro- 
ceeding involves a non-jurisdictional sale.” 


Under the Commission’s rules, these petitioners were not 
permitted to respond to Northern’s application for rehear- 
ing. Thereafter, without further hearing, the Commission 
issued an order and opinion on June 30, 1956 granting 
Northern a certificate of public convenience and necessity 
(Appendix B, attached hereto). The Commission con- 
cluded that it was required to cancel its earlier denial be- 
cause its Opinion No. 281 constituted an ‘‘assurance’’ to 
Northern by which the Commission was bound. Its rea- 
soning was that having established a rate for Northern’s 
jurisdictional sales, it had renounced its jurisdiction to 
examine, from the standpoint of the public interest, in any 
certificate proceeding involving a non-jurisdictional sale, 
the adequacy of any price not less than the price previously 
established. Thereby, the Commission failed to discharge 


its obligation under the statute to determine all phases of 
the public interest and deprived these petitioners of their 
right to such a determination. 


The petitioners have been seriously aggrieved by the un- 
lawful action of the Commission because, as the Presiding 
Examiner found, ‘‘for 1955, the Black Dog plant would 
need approximately 560,000 tons of coal to meet its re- 
quirements and approximately 880,000 tons for the years 
1956 and 1957 without natural gas.”’ 


2 While the Commission has no jurisdiction over rates for direct consumer 
sales, it does, as the Presiding Examiner stated, ‘‘have jurisdiction over 
the construction and operation of facilities through which such sales are 
made, and in reaching its decision as to whether such facilities are required 
by the present or future public convenience and necessity it must scrutinize 
the proposed direct sale price and make certain that it will not work an 
injustice insofar as jurisdictional sales and ultimate consumers are concerned.’’ 
See also Panhandle Eastern Pipe Line Company v. Federal Power Commis- 
sion, No. 11,510 (CCA 3) decided April 27, 1956. 
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7. On July 27, 1956, these petitioners filed an application 
for rehearing and motion for stay. In it, these petitioners 
asserted that, should the Commission adhere to its former 
position that its decision in Docket No. G-2217 was to be 
viewed as controlling in this proceeding, ‘‘the record should 
be reopened and the petitioners should be accorded the op- 
portunity for a full hearing * * * with reference to the fac- 
tual justification, if any, for applying”’ the rate permission 
granted Northern in Docket No. G-2217 ‘‘in the disposition 
of the issues raised in this certificate proceeding.”’ 


Without further hearing, petitioners’ application for re- 
hearing was denied by the Commission’s order issued on 
August 27, 1956 (Appendix C, attached hereto). In that 
order, the Commission asserted that its June 30, 1956 de- 
termination stands without reference ‘‘to the record in any 
other proceeding.’’ The Commission saw fit to justify its 
failure to determine the price-cost issue by treating as 
binding its determinations in Docket Nos. G-2505, G-9409 
and G-9410, proceedings involving Northern’s jurisdictional 
rates in which, under established Commission policy, these 
petitioners were not eligible to intervene.* In denying the 





3 Petitioners sought leave to intervene in Docket No. G-2217. Northern 
filed ‘‘an answer and objections to said joint petition of intervention.’’ The 
Commission’s Order of October 12, 1953 stated, in part: 

‘¢The Commission finds: 

‘*These petitioners have not shown that they have an interest in these 

proceedings of such nature that their participation in these proceedings 

as interveners and parties hereto is or may be in the public interest, or 
that other good cause exists for the granting of their petition. 

‘<The Commission orders: 

**(a) The said joint petition for leave to intervene be and it hereby 
is jointly and severally denied; provided, however, that said peti- 
tioners may participate in the hearing in these proceedings to 
the extent of rendering a statement relevant and material to the 
issues herein and may also make oral argument, if argument is 
hereinafter ordered to be heard, and file briefs upon such issues.’’ 


(See petitioners’ application for rehearing, p. 9). 
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application for rehearing, the Commission again failed to 
discharge its obligation to adjudicate, on this record, all 
phases of the public interest and effectively deprived these 
petitioners of their right to a full and fair hearing. 


II. 


THe Facts Upon WHICH JURISDICTION AND VENUE 
Are Basep 


1. The order of which review is sought and the accom- 
panying opinion in Docket No. G-2409 were issued June 30, 
1956 under the provisions of Section 7 of the Natural Gas 
Act (15 U.S.C.A. § 717). Section 19(a) provides, as a pre- 
requisite to judicial review, the filing of an application for 
rehearing with the Commission within 30 days after the 
issuance of such order (15 U.S.C.A. § 717r(a)). These 
petitioners filed an application for rehearing on July 27, 
1956, within the time provided by the Act. 


Section 19(b) of the Natural Gas Act provides for judi- 
cial review of orders of the Federal Power Commission by 
petition for review to the Circuit Court of Appeals of the — 
United States for any circuit wherein the natural gas com- 
pany to which the order relates is located or has its prin- 
cipal place of business, or in the United States Court of 
Appeals for the District of Columbia (15 U.S.C.A. § 717r 
(b)). It further provides that such petition must be filed 
within sixty days after the order of the Commission upon 
the application for rehearing. This petition for review is 
being filed within sixty days following the Commission’s 
denial of these petitioners’ petition for rehearing. 


2. Petitioners, parties to the administrative proceeding, 
are aggrieved, prejudiced and injured by the order of the 
Commission within the meaning of Section 19(b) of the 
Natural Gas Act. National Coal Association v. Federal 
Power Commission, 1951, 89 U.S. App. D.C. 135, 191 F. 2d 
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462; City of Pittsburgh, et al. v. Federal Power Commis- 
ston, No. 12895, United States Court of Appeals for the 
District of Columbia, decided March 8,:1956; Sections 2(b) 
and 10(a) of the Administrative Procedure Act (5 U.S.C.A. 
§§ 1001(b) and 1009(a)). 


The natural gas proposed to be sold to the Black Dog 
plant will displace bituminous coal mined, prepared and 
sold by members of petitioners. On the basis of Northern’s 
own testimony, had the extension to the Black Dog plant 
been in operation during the full year ending December 31, 
1956, it would have caused a 633,000 ton displacement of 
coal. The coal used by the Black Dog plant of Northern 
States comes from southern Lllinois and western Kentucky. 
Production in these areas has fallen off in recent years. 
A further loss in production would result in severe eco- 
nomic injury to those mines and their employees. The Pre- 
siding Examiner found that ‘‘clearly the situation would be 
worsened by a further reduction in the production of coal 
in those areas’’ and that ‘‘the displacement of coal by gas 
would result in substantial loss in revenue to the coal and 
related interests,’’ a loss in revenue, which the record 
shows, would be not less than $3,500,000 annually. 


In its March 16, 1956 order and opinion, the Commission 
found that a ‘‘persuasive showing has been made of the 
adverse impact of the sale on economic conditions in the 
areas supplying coal for the Black Dog plant’’ (Appendix 


A, p. 3). 
TE: 
THE Grounps oN WuicH Reuier Is Sovcut 


1. The Commission’s order and opinion of June 30, 1956 
is invalid because it is not based on the evidence of record 
in this proceeding. The Commission refused to adjudicate 
a pivotal issue on this record but, instead, authorized the 
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issuance of a certificate to Northern on the basis of an 
alleged ‘‘assurance’’ granted in other proceedings in which 
these petitioners were denied intervention. In so refusing, 
the Commission has not accorded these petitioners a full 
and fair hearing or due process of law, all in violation of 
the pertinent provisions of the Administrative Procedure 
Act, the Natural Gas Act and the Commission’s own Rules 
of Practice and Procedure. The facts which support these 
grounds on which relief is sought are, briefly stated, as 
follows: 


In the administrative hearing in Docket G-2409, North- 
ern submitted no proof as to the properly allocable cost of 
the proposed sale of gas to Northern States. The Commis- 
sion, in its March 16, 1956 order and opinion, viewed this 
failure as a pivotal deficiency in Northern’s proof and 
there flowed therefrom the Commission’s ultimate finding 
that in ‘‘the circumstances of this case’’ Northern ‘‘has 
not made the positive showing required to justify the au- 
thorization sought’? (Appendix A, p. 4). The Chairman 
concurred because he was ‘‘unable to determine, from the 
record, that the revenues which would be derived from this 
sale are adequate to recover the costs which would properly 
be allocable thereto’? (Appendix A, p. 6). (emphasis added) 


On April 12, 1956, Northern filed its application for re- 
hearing to which these petitioners were permitted no re- 
sponse under the Commission’s rules. In that pleading, 
Northern relied upon exhibits introduced in Docket G-2505, 
a then pending proceeding involving Northern’s rates to 
jurisdictional customers and, additionally, asserted that the 
Commission’s action in this case constituted a ‘‘repudia- 
tion’’ of its Opinion No. 281 in Docket No. G-2217, another 
proceeding involving Northern’s jurisdictional rates. 

On June 30, 1956, without further hearing, the Commis- 
sion summarily reversed its prior order and opinion and 
granted Northern the requested certificate. 


10 








Four members of the Commission participated in the 
June 30, 1956 action of reversal. One dissented and the 
Chairman filed a separate concurrence. The two Commis- 
sioners who filed the majority opinion found ‘‘that the price 
which Northern will receive for the gas is sufficient to as- 
sure a recovery by Northern in excess of a proper alloca- 
tion of the cost of this transaction * * * .’?* (Appendix B, 
p. 3). The record in this case contains no such evidence 
and Northern never attempted to make any such proof. 
The Chairman made it clear that he did not vote for the 
issuance of a certificate on the basis of the record made in 
this case. Instead, he concurred because he regarded the 
Commission’s Opinion No. 281 in Docket G-2217 as an 
‘‘assurance’’ to Northern that a price of not less than the 
commodity component of 22.1 cents per Mef for industrial 
sales of gas to jurisdictional customers ‘‘would be satis- 
factory to this Commission—at least until the matter of 
Northern’s jurisdictional rates receives further considera- 
tion in Docket No. G-2505,”’ a proceeding then pending be- 
fore the Commission (Appendix B, p. 8). While the ex- 
pressions of the other two Commissioners who voted for 
the issuance of the certificate are not free from ambiguity, 
it is clear that they too placed reliance on the order in 
G-2217 in arriving at their opinion.® 


There is no evidence in this record on which to base a 
finding as to properly allocable costs for, as the Chairman 


stated: 





4 This finding had the support of only two of the four participating Com- 
missioners. Accordingly, there was no legal basis for revising the order of 
denial of March 16, 1956 bottomed on the findings of three Commissioners 
that the record fails to show that the sale to Northern States will be made 
at a price which will recoup costs properly allocable to the sale. 


5 Thus they stated: ‘‘And for the reasons set forth in the concurring 
opinion accompanying this order, we cannot attach to the price for the Black 
Dog sale the weight we accorded it in our earlier order affirming the 
Examiner’s decision’? (Appendix B, p. 4). 
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**The record in Docket No. G-2217 (in which Opinion 
No. 281 was issued) contained voluminous information 
concerning costs, including classification and alloca- 
tions thereof, revenues, and physical characteristics of 
Northern’s system. The record of this case 1s com- 
paratively barren in these respects. We were more 
fully advised in Docket No. G-2217 than we are by the 
record in this case.’’ (Appendix B, pp. 8-9). (emphasis 
added) 


In short, the Commission did not determine properly 
allocable costs in this proceeding but, instead, abdicated 
its jurisdiction to determine the public interest aspects of 
the price-cost issue on this record in reliance upon action 
taken by it in another proceeding.® 


These petitioners thereupon filed their application for re- 
hearing. In it, they stated that no ‘‘notice was given to 
the parties prior to the June 30, 1956 Order and Opinion 
that the Commission’’ regarded the alleged ‘‘assurance”’ 
in Opinion No. 281 as ‘‘controling in this proceeding.’’ 
They urged that should the Commission adhere to its posi- 
tion, ‘the record should be reopened and the petitioners 
should be accorded the opportunity for a full hearing 


** * @ 99 


On August 27, 1956, the Commission issued an order 
denying these petitioners’ application for rehearing. In 
that order, the Commission asserted that its June 30, 1956 
determinations ‘‘stand without reference or regard to the 
record in any other proceeding’’ and disavowed reliance 
on any other record (Appendix C, p. 1). However, in that 
same order, the Commission asserts that the price issue in 





6On July 9, 1956, the United States Circuit Court of Appeals for the 
Eighth Circuit approved the Commission’s essential findings in Docket No. 
G-2217 (Case Nos. 15,412 and 15,424). However, on September 27, 1956, one 
of the interveners in that case, Interstate Power Co., filed a petition for 
certiorari in the United States Supreme Court (No. 459) challenging the 
validity of the Commission’s order and opinion. 
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this proceeding is bindingly disposed of by ‘‘the order of 
the Commission, of which we take notice, issued July 26, 
1956, in Dockets G-2505, G-9409 and G-9410 * * * ”? (Ap 
pendix C, p. 2).? 

The net effect of the order denying these petitioners’ ap- 
plication for rehearing is a renunciation of the Commis- 
sion’s jurisdiction to decide a crucial issue on this record 
and a deprivation of the rights of these petitioners to a 
full and fair hearing. 


2. There is no support in the record for the current find- 
ing ‘‘that the price which Northern will receive for the gas 
is sufficient to assure a recovery by Northern in excess of 
a proper allocation of the cost of this transaction’’ (Ap- 
pendix B, p. 3). For the reasons heretofore stated, this 


finding is baseless.® 





7The Commission’s order and opinion in Dockets G-2505, G-9409 and 
G-9410 was issued one day prior to the day these petitioners filed their 
application for rehearing of the Commission’s order granting Northern a 
certificate. In a separate concurring opinion in these cases, Commissioner 
Connole stated: ‘‘Let the record show, however, that the rates here au- 
thorized do not purport to represent properly allocated commodity and demand 
costs, They must not be cited, as experience has shown such rates frequently 
are, to support rate levels in other proceedings where such costs are deter- 
minative.’’ (emphasis added) 


8 The Commission should have found: That the record in this case is 
deficient in that it fails to show that the sale to Northern States will be 
made at a price which will recoup costs properly allocable to it; that no 
other sale is made by Northern at a price not clearly shown to be greater 
than the cost properly allocable to the sale; under the contract between 
Northern and Northern States, the price of gas cam never exceed 25 cents 
per Mef; the ‘‘permission’’ extended to Northern to retain its 22.1 cent 
per Mef commodity rate component in Docket G-2217 constituted no assur- 
ance that a certificate of public convenience and necessity would be issue 
to Northern in this proceeding for a service at rates below cost; that any 
assurance given Northern therein or in Docket Nos. G-2505, G-9409 and 
G-9410 could only have been given with respect to rates subject to the 
Commission ’s jurisdiction; and that Northern has failed to sustain the burden 
of showing that the rates at which the non-jurisdictional sale would be made 
were sufficient to avoid casting a burden on the remainder of its customers. 
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3. The Commission’s finding that ‘‘Northern’s gas sup- 
ply as shown by the record is sufficient to support the au- 
thorization of the certificate applied for’? (Appendix B, 
p. 3) is not supported by the substantial evidence of record. 
The Presiding Examiner found, and the Commission should 
have found, that ‘‘it is impossible to determine from the 
record to what extent the granting of the application would 
increase Applicant’s need for additional reserves’’; that 
gas withdrawn by Northern from present sources can only 
be replaced from other sources ‘‘at substantially higher 
prices’’; and that because Northern ‘‘can use its present 
gas supply to meet the requirements of the general public, 
it should not be permitted to dissipate that supply through 
any inferior use such as boiler fuel.’? The Commission 
should have found, as it did in its March 16, 1956 order 
and opinion, that the proposed sale by Northern would 
‘‘ageravate’’ its gas supply problem in these days of 
diminishing gas reserves and increasing demand (Appen- 
dix A, pp. 2-3).° 

The lack of supporting evidence in the record for the 
Commission’s current findings regarding Northern’s gas 
supply is not tempered by the proviso contained in its June 
30, 1956 order which permits the Commission to curtail the 
use of the authorized facilities at ‘‘some future time’’ if 
then required by the public convenience and necessity (Ap- 
pendix B, p. 6). Northern’s application in this proceeding 
must stand or fall on this record and not one made when 
injury to the public interest will already have been inflicted. 

4, There is no basis in this record for the Commission’s 
current finding that ‘‘Northern States will realize signifi- 





9 Additionally, the Commission erred in finding: that Northern’s position 
as to gas supply is generally no less favorable than that of several other 
companies to which the Commission recently granted authorizations of a 
similar character, and the circumstances of this case afford no basis for 
treating Northern differently from others; and that the record establishes 
no present urgency of a gas supply problem to Northern or its customers. 
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eant savings in its fuel costs with possible beneficial effects 
on its rates also’? (Appendix B, p. 3). The record facts 
support the Commission’s March 16, 1956 finding that 
‘‘claimed savings to Northern States in fuel costs are rela- 
tively meagre and uncertain of realization’’ (Appendix A, 


p. 3). 


There is no basis in the record for the Commission’s 
present finding, conditioned as it is, that the additional 
revenues from the service proposed ‘‘may result in favor- 
able effects upon Northern’s rates for gas sold to its pres- 
ent customers’’ (Appendix B, p. 3). Nor does the record 
contain any substantial evidence in support of the current 
finding of the Commission that ‘‘the service proposed will 
materially improve the load factor on Northern’s system”’ 
(Appendix B, p. 3). In its March 16, 1956 order of denial, 
the Commission found that ‘‘the benefits which it is said 
the proposed sale would yield, including possible additional 
revenues which might accrue to Northern’s utility custom- 
ers, an improvement in Northern’s system load factor, and 
claimed savings to Northern States in fuel costs, are rela- 
tively meagre and uncertain of realization’? (Appendix A, 
p. 3). The Presiding Examiner found Northern’s present 
load factor ‘‘not sufficiently low to be a disturbing factor’’ 
and a decreasing load factor ‘‘is the expected and natural 
aftermath of rapid expansion to meet peak day demands.”’ 
The Commission accordingly erred in not finding that the 
proposed sale would not benefit Northern, its customers or 
Northern States.”° 


10 Additionally, the Commission erred in finding that Northern demonstrated 
in its application for rehearing that the proposed service would result in 
benefits to its own operations and to its customers, and that such benefits 
will redound to the benefit of the public and outweigh such detriments as 
may accompany the proposed sale. Additionally, the Commission should have 
found: That the detriments to the public which would result from authoriz- 
ing Northern’s proposed facilities outweigh such benefits as might flow 
therefrom; that Northern has failed to show that there will be measurable 
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5. In its opinion and order of June 30, 1956, the Commis- 
sion found that ‘‘claimed disadvantages of the proposed 
facilities— 


“‘including those to interests represented by fuel and 
labor interveners have not been sufficiently established; 
and that assuming their existence, they are outweighed 
by the public benefits which will accrue from the pro- 
posed sale * * * ’’ (Appendix B, p. 4). 


This finding is not sustainable on this record. For the rea- 
sons heretofore stated, the Commission erred in not find- 
ing, as it did in its March 16, 1956 opinion, that ‘‘a per- 
suasive showing has been made of the adverse impact of 
the sale on economic conditions in areas supplying coal for 
the Black Dog plant’’ (Appendix A, p. 3). 


advantages to its utility customers resulting from this sale; that the portion 
of the commodity cost not borne by Northern States for delivery to Black 
Dog would of necessity be borne by Northern’s other customers; and that 
Northern already has a temporary certificate in Docket No. G-2460 to operate 
storage facilities, and development of this storage area would tend to balance 
the loads upon Northern’s system and conserve gas for the use of the public 
generally during periods of peak demands. . 


11 The Commission should have found: that the record demonstrates con- 
elusively the adverse impact of the proposed sale on these petitioners; that 
the natural gas proposed to be sold to the Black Dog plant will displace: coal 
mined, prepared and sold by members of petitioners; that the Black Dog 
plant of Northern States would need approximately 560,000 tons of coal 
to meet its requirements in 1955 and approximately 880,000 tons of coal 
for the years 1956 and 1957 without natural gas; that the coal used in 
the plant is produced in southern Illinois and western Kentucky; that be- 
cause of lack of demand for coal, production in these areas has fallen off 
to a degree that the industry is in need of such relief as can be afforded 
in appropriate circumstances, as it can here by denial of Northern’s appli- 
cation; that the economic conditions prevailing in the coal-producing areas 
of western Kentucky and Belleville and Duquoin districts of southern Illinois 
would be worsened by a further reduction in the production of coal in those 
areas; and that on the basis of Northern’s own testimony, had the Black 
Dog extension been in operation during the full year ending December 31, 
1956, more than 633,000 tons of coal would have been displaced; and that 
this would result in a substantial loss in revenue to the coal and related 
interests, a loss in revenue, which the record shows, would be not less than 
$3,500,000 annually. 
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6. The substantial evidence of record does not support 
the Commission’s current finding ‘‘that claimed disadvan- 
tages’’ of the proposed facilities, ‘‘assuming their exist- 
ence, * * * are outweighed by the public benefits which will 
accrue from the proposed sale * * * ’’ (Appendix B, p. 4). 
The Commission should have found, as it did in its earlier 
order denying Northern a certificate, that the ‘‘limited 
quantities of such a premium fuel as natural gas, so 
uniquely adaptable to so many superior uses, as contrasted 
with the enormously more abundant supplies of coal, have 
important implications for the public interest which we 
cannot ignore in passing upon a proposed boiler fuel sale”’ 
(Appendix A, p. 3). The Commission should have con- 
cluded that Northern has not made the requisite ‘‘ positive 
showing’’ on this record and that conservation of natural 
gas should be controlling in this case. 


The Commission has ‘‘repeatedly held’’—‘‘that the use 
of natural gas as boiler fuel is an inferior usage and * * * 
should be permitted only on a positive showing that it is 
required by the public convenience and necessity’’ (Ap- 
pendix A, p. 2). The Commission has not found that 
Northern has made on this record the requisite ‘‘ positive 
showing.’’ As to gas supply, the Commission states merely 
that Northern is ‘‘probably faced with an eventual defi- 
cieney’’ and relies on authorizations granted in other pro- 
ceedings involving factual circumstances not disclosed on 
this record. As to the additional revenues which the pro- 
posed service will yield, the Commission finds only that 
such revenues ‘‘may’’ result in favorable effects upon 
Northern’s rates for gas sold to its present customers 
(Appendix B, p. 3). As heretofore indicated, the basis for 
the Commission’s order of reversal is not to be found in 
the record in this proceeding. 


7. In summary, the Commission’s order and opinion of 
June 30, 1956 should be vacated, set aside and rescinded 
because : 


17 











a. The Commission erred as a matter of law in revers- 
ing the order and opinion of the Commission issued 
on March 16, 1956, modifying and affirming as modi- 
fied the initial decision of the Presiding Examiner 
issued August 16, 1955. 


b. The Commission erred in finding that the construc- 
tion and operation of the facilities involved are re- 
quired by the public convenience and necessity and 
erred as a matter of law in ordering the issuance of 
a certificate of public convenience and necessity to 
Northern. 


ce. The Commission’s order and opinion of June 30, 1956 
is invalid and unlawful because it is not based on the 
evidence of record in this proceeding. 


ad. The Commission’s order and opinion of June 30, 1956 
is invalid and unlawful because the Commission re- 
fused to decide the pivotal price-cost issue on this 
record, but, instead, based its decision on its view 
that the ‘‘assurance’’ granted applicant in other 
proceedings as to the price at which applicant might 
make jurisdictional sales was controlling in this cer- 
tificate proceeding. As a result, these petitioners 
have not been accorded a fair hearing and their due 
process rights have been violated. 


. The Commission erred in failing to find and conclude 
that Northern’s presentation in this proceeding did 
not conform to the standard of positive showing that 
is required under Section 7(e) of the Natural Gas 
Act. 


f. In violation of its obligations under Section 7(e) of 

' the Natural Gas Act, the Commission erred in treat- 
ing injury to the coal industry and the conservation 
of natural gas resources merely as considerations of 
private and not of public interests. 
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g. The Commission erred in failing to find and conclude 
that Section 7(e) of the Natural Gas Act requires it 
to prohibit the use of natural gas as boiler fuel 
where, as here, the applicant has failed to make a 
‘*positive showing’’ that such use is required by the 
public convenience and necessity. The Commission 
erred in failing to find that this is a case where con- 
servation of natural gas should be controlling. 


h. The Commission erred in finding and concluding that 
the ‘‘claimed disadvantages’’ of the proposed facili- 
ties ‘‘including those to’’ petitioners ‘‘have not been 
sufficiently established; and that assuming their ex- 
istence, they are outweighted by the public benefits 
which will accrue from the proposed sale * * * ;’’ 
and the Commission erred in failing to find and con- 
clude that certification is not in the public interest 
because of the numerous considerations demon- 
strated by the record, including the adverse impact 
of the proposed sale on these petitioners. 


i. The Commission erred in issuing an order and opin- 
ion which is not supported by the substantial evi- 
dence of record and in failing to make the findings 
required by the evidence of record. 


IV. 


THe RELIEF PRAYED 


WHEREFORE, your petitioners pray: 


A. That a copy of this Petition be served forthwith upon 
a member of respondent, Federal Power Commission, in 
accordance with Section 19(b) of the Natural Gas Act; 


B. That the order and opinion of the Federal Power 
Commission issued June 30, 1956 in Docket G-2409 be re- 
viewed by this Honorable Court; 
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C. That the said order and opinion of June 30, 1956 be 
vacated, set aside and rescinded; and 


D. That this Honorable Court grant the petitioners such 
other and further relief as may be just and proper in the 
premises. 

Respectfully submitted, 


NaTIonaL Coa, ASSOCIATION 
Unirep Mine WorkKERS OF AMERICA 
Fvets Researcu Councit, Inc. 


By: McGratru anp McGratu 
/s/ JEROME J. McGratH 
Tom J. McGratH 
JEROME J. McGratH 
520 Shoreham Building 
Washington 5, D. C. 


By: FREEDMAN AND Levy 


/s/ ARrNnotp Levy 
Arnotp Levy 
JEROME H. Srmonps 
829 Washington Building 
Washington 5, D. C. 
Of Counsel: Attorneys for Petitioners 
R. E. L. Hart 
Attorney for National Coal Association 


Southern Building 
Washington 5, D. C. 


We ty K. Horxins 

Attorney for United Mine Workers of America 
900 15th Street, N.W. 
Washington 5, D. C. 


Dated October 23, 1956 
Washington, D. C. 
[Certificate of Service Omitted] 
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3 
EXCERPTS FROM TRANSCRIPT OF PROCEEDINGS 


Presiding Examiner: I call to order the consolidated 
hearing set for this time and place in the matters of North- 
ern Natural Gas Company, Docket Nos. G-2409 and G-2491. 

By its application filed April 19, 1954, in Docket No. 
G-2409, Northern appears to seek certificate authorization 
for the construction and operation of a branch line and 
measuring and regulating facilities to enable it to provide 
natural gas service on an interruptible basis to the Black 
Dog Lake Power Generating Station of Northern States 
Power Company near St. Paul, Minnesota. 


* * * * * * * * * x 


By order adopted August 10, issued August 12, 1954, 
the Commission permitted National Coal Association, 
United Mine Workers of America, and Fuels Research 
Council, Ine., joint petitioners, to intervene in this pro- 
ceeding. 

* * * * * wy * * * * 
21 
Byron E. Francis 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Wolf: 
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Q. What is your estimate of the total cost of the facil- 
ities required to serve the Black Dog Lake Power Plant 
near Minneapolis, Minnesota? A. The estimated total cost 
would be $131,000. 








39 
John M. Hanley 


was called as a witness, and having been first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Wolf: 


* ok * 


4 


Q. Responsive thereto, Mr. Hanley, have you prepared 
or had prepared under your direction and supervision, a 
study entitled ‘‘Estimated Availability of Gas for Fulfilling 
Input Deliveries for a Northern System Saleable Capacity 
of 
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1,100,000,000 Cubic Feet Per Day.’’ <A. Yes. 

Q. And is that study the document which has been marked 
Exhibit Number 7 for identification? A. Yes. 

Q. I direct your attention first, Mr. Hanley, to pages 
1 and 2 of that document. 

Are Schedules 1 and 2 summary schedules reflecting the 
availability of gas to Northern at a system capacity of 
1,100,000,000 per day, prepared on assumptions that sales 
to Black Dog are included and sales to the Black Dog Plant 
are excluded? <A. Yes. That is the difference between 
Schedules 1 and 2. 

Q. And Schedule 1 shows the facts with regard to the 
availability of gas if Black Dog is excluded and Schedule 
2 if Black Dog is included? A. That is correct. 


» * * * * * * 
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Q. Will you describe briefly for the record, so that it 
may be in the record at one point, the salient features with 
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respect to the availability of gas as shown on pages 1 and 
2? <A. Yes. 

Q. As previously mentioned, Schedules 1 and 2 show 
the estimated availability of gas. Schedule 1 without con- 
sidering the sales of gas to Northern States Power Com- 
pany at Black Dog Station, and Schedule 2 with considering 
the sale of gas to Northern States Power Company at 
Black Dog 
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Station. Schedules 1 and 2 are basically set up to show 
the estimated peak day system input deliveries, the esti- 
mated average day system input deliveries, and the esti- 
mated annual system input deliveries. 

The most significant conclusion to be drawn from these 
summary sheets which are summaries of the data shown 
throughout the remainder of Exhibit 7 is that without 
the sale of gas to Black Dog Power Station, the first 
year of deficiency in meeting a peak day and in meeting an 
average day and an annual volume occur in the 18th year 
or in 1971. 

Page 2 and Schedule 2 of Exhibit 7 show that consider- 
ing the sale of gas to Northern States Power Company at 
Black Dog Station, the first year of deficiency in ful- 
filling a system input delivery on a peak day occurs in the 
17th year or in 1970. 

And the same is true with respect to average day and 
annual requirements. In other words, there is one year 
difference with the sale of gas to Black Dog in inability 
to meet a peak day condition on the system of an 
1,100,000,000 cubic feet per day equivalent system saleable 
capacity. 

Schedules 1 and 2 are a summary and a digest of the 
figures shown elsewhere and behind them in the Exhibit 7. 

Q. And the data shown and conclusions reached from 
Schedules 1 and 2 do not reflect the addition to Northern’s 
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system of any new supplies of gas from whatever source 
other 
45 


than those sources shown on Schedules 1 and 2? A. That 
is correct. 


AFTERNOON SEsSsION 


Whereupon 
John M. Hanley 


resumed the stand and testified further as follows: 
Direct Examination, (resumed) 
By Mr. Wolf: 


Q. Mr. Hanley, will you direct your attention, please 
to the last page, namely page 25 of Exhibit Number 7. 
You show at that page your estimate of the natural recov- 
erable gas reserves available to the Northern Natural Gas 
Company as of December 31, 1953. A. Yes. 

Q. And in what quantity? A. At December 31, 1953 
adjusted for reserves acquired since that date, and Sep- 
tember 1, 1954, the recoverable reserves of Northern 
Natural Gas Company are nine trillion four hundred-plus 
billion cubic feet. 

Q. Directing your attention to line 1 on page 25, a figure 
of nine trillion two hundred and thirteen billion, will you 
please explain what that figure means? A. The figure of 
nine trillion two hundred and thirteen billion cubic feet are 
the estimated reserves at December 31, 1952 which were 
shown on Exhibit 68 in Docket Number G-2063. The re- 
mainder of the page 25 consists of adjustments, both 
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additions and deductions, to arrive at the present esti- 
mated total reserves of nine trillion four hundred billion- 
plus. 

Q. Now, as of December 31, 1952, Mr. Hanley, had the 
company executed certain gas purchase contracts, the re- 
serves of which were not included in the reserve estimate 
contained in Exhibit Number 68 at Docket Number G-2063? 
A. Yes, it had. 

Q. And in what volumes? A. In the volume of 247.2 
billion cubic feet. 

Q. Can you state for the record what contracts those 
were? <A. Yes. 

Q. Would you do so, please? A. Two hundred forty- 
seven point two billion cubie feet consisted of contracts 
with Shamrock Oil and Gas Corporation covering the 
fourteen and thirteen percent participation in Shamrock’s 
reserves, which I have previously testified to this morn- 
ing. Included within that figure are two wells in the 
Hugoton Field of Kansas and the reserves under con- 
tract by Northern from Storolind Gas Company in the 
Ashland Field of South Central Kansas. 

In the total, it consists of four gas purchase contracts, 
one with Shamrock, two on individual wells in Hugoton, 
and one with Storolind in the Ashland Field. 

Q. Now, following down the line on page 25, is it fair 


80 


to say that the first step that you performed was to add 
this 247.8 billion cubic feet to the 9,213,000,000,000 cubic 
foot figure appearing about it? A. That is correct. 

Q. Now, in that 9,213,000,000,000 cubic foot figure, was 
there included an amount of reserves held under contracts 
which had not been executed by December 31, 1952? A. 
Yes, sir. 
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Q. And in what quantity? A. In a quantity of 185.2 
billion cubic feet. 

Q. And what reserves are those? A. Those are the re- 
serves available to the company at December 31, 1952 from 
Phillips Petroleum Company in the contracts referred to 
in Dockets Number G-2124 and G-2125. 

Q. In which eases certificates have been issued to North- 
ern? <A. That is correct. 

Q. So that again following down the page, after you have 
added the 247 billion figure to the 9,213,000,000,000 figure, 
you have now deducted the 185 billion figure? A. That is 
correct. 

Q. And to arrive at a revised estimate of reserves as 
of December 31, 1952 in an amount of 9,275,000,000,000 
cubie feet; is that correct? A. That is correct, sir. 


81 


Q. Now, from that reserve available as of the end of 


December, 1952, have you made certain deductions to re- 
flect operations during the year 1953? A. Yes, sir. 

Q. And how much gas was withdrawn, and hence sold 
or used, by Northern during the year, the calendar year 
1953? A. Two hundred forty-nine point five billion cubic 
feet. 

Q. So that the first deduction from the revised Decem- 
ber, 1952 estimate should be in the amount of 249.5 billion 
cubic feet? A. That is correct. 

Q. Have you made any other deductions? And if you 
have, will you please indicate them on page 25 and state 
what they are and the reasons therefor? A. Yes. 

The next item appearing of 12,200,000,000 cubic feet is 
a deduction item and is an adjustment in the Shamrock re- 
serves occasioned by the reclassification of well poten- 
tials in the Texas Panhandle Field by the Texas Railroad 
Commission to incorporate a revised friction factor in the 
determination of potential. The revision of potential on 
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extremely large wells in the Texas Panhandle Field had 
the effect of reducing the potential computation for those 
wells, and consequently a reduction in withdrawals by the 
owners of those wells. 
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Accordingly, following the revision of potentials as a 
result of the incorporation of a revised friction factor in 
the back pressure computation, Shamrock’s withdrawals 
decreased ; and, accordingly a reduction in future estimated 
available gas for Northern was made in the amount of 
12,200,000,000 cubic feet. 

The next item appearing on page 25, following down the 
line vertically, is an item of 4,000,000,000 cubic feet. And 
this is also a deduction from the end of 1952 reserves for 
the reason that 4,000,000,000 cubic feet was the amount of 
exchanged gas owed to others which had been loaned to 
the company by other pipeline companies. Accordingly, 
it is appropriate that an adjustment downward be made, or 
a deduction be made because this gas is not available to 
Northern Natural Gas Company for its corporate uses, but 
must be paid to others, since they had previously loaned the 
gas to Northern Natural Gas Company. 

The next item appearing vertically on the page is the 
figure of 341.7 billion cubic feet. And it consists of re- 
serves acquired during the calendar year of 1953 by the 
addition of new gas purchase contracts. 

Q. Let me interrupt you there for a moment, Mr. Hanley. 

Previously, you have been discussing deductions. Now, 
so that the record may be clear, are you now going to dis- 
euss additions? 

83 
A. Yes, sir. 

Q. To the revised December 31, 1952 figure? A. That 
is correct. 

Q. All right, sir. Will you proceed. And indicate, if 
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Q. And in what quantity? A. In a quantity of 185.2 
billion cubic feet. 

Q. And what reserves are those? A. Those are the re- 
serves available to the company at December 31, 1952 from 
Phillips Petroleum Company in the contracts referred to 
in Dockets Number G-2124 and G-2125. 

Q. In which cases certificates have been issued to North- 
ern? <A. That is correct. 

Q. So that again following down the page, after you have 
added the 247 billion figure to the 9,213,000,000,000 figure, 
you have now deducted the 185 billion figure? A. That is 
correct. 

Q. And to arrive at a revised estimate of reserves as 
of December 31, 1952 in an amount of 9,275,000,000,000 
cubic feet; is that correct? A. That is correct, sir. 
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Q. Now, from that reserve available as of the end of 
December, 1952, have you made certain deductions to re- 
fleet operations during the year 1953? A. Yes, sir. 

Q. And how much gas was withdrawn, and hence sold 
or used, by Northern during the year, the calendar year 
1953? A. Two hundred forty-nine point five billion cubic 
feet. 

Q. So that the first deduction from the revised Decem- 
ber, 1952 estimate should be in the amount of 249.5 billion 
eubic feet? A. That is correct. 

Q. Have you made any other deductions? And if you 
have, will you please indicate them on page 25 and state 
what they are and the reasons therefor? <A. Yes. 

The next item appearing of 12,200,000,000 cubic feet is 
a deduction item and is an adjustment in the Shamrock re- 
serves occasioned by the reclassification of well poten- 
tials in the Texas Panhandle Field by the Texas Railroad 
Commission to incorporate a revised friction factor in the 
determination of potential. The revision of potential on 
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extremely large wells in the Texas Panhandle Field had 
the effect of reducing the potential computation for those 
wells, and consequently a reduction in withdrawals by the 
owners of those wells. 
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Accordingly, following the revision of potentials as a 
result of the incorporation of a revised friction factor in 
the back pressure computation, Shamrock’s withdrawals 
decreased ; and, accordingly a reduction in future estimated 
available gas for Northern was made in the amount of 
12,200,000,000 cubic feet. 

The next item appearing on page 25, following down the 
line vertically, is an item of 4,000,000,000 cubic feet. And 
this is also a deduction from the end of 1952 reserves for 
the reason that 4,000,000,000 cubic feet was the amount of 
exchanged gas owed to others which had been loaned to 
the company by other pipeline companies. Accordingly, 
it is appropriate that an adjustment downward be made, or 
a deduction be made because this gas is not available to 
Northern Natural Gas Company for its corporate uses, but 
must be paid to others, since they had previously loaned the 
gas to Northern Natural Gas Company. 

The next item appearing vertically on the page is the 
figure of 341.7 billion cubic feet. And it consists of re- 
serves acquired during the calendar year of 1953 by the 
addition of new gas purchase contracts. 

Q. Let me interrupt you there for a moment, Mr. Hanley. 

Previously, you have been discussing deductions. Now, 
so that the record may be clear, are you now going to dis- 
cuss additions? 
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A. Yes, sir. 
Q. To the revised December 31, 1952 figure? A. That 


is correct. 
Q. All right, sir. Will you proceed. And indicate, if 
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you will, please, what new gas purchase contracts are 
covered by this 341.7 billion figure; and to the extent that 
you are able to do so, will you relate the various contracts 
thereby to the various pages, the pertinent pages, of ex- 
hibit 7 as respects the data showing the basic data for 
those reserves? A. The figure of 341.7 billion cubic feet 
is composed of one hundred seventy-seven-plus billion eubic 
feet of gas under contract to the company during 1953 from 
Phillips Petroleum Company, consisting of gas available 
to the company at the Gray Plant of Phillips and at Dumas 
Plant of Phillips. 

You will recall that we deducted some Phillips gas by 
means of the 185.2 billion cubic feet for contracts com- 
pleted after, 1952 but which were included in the figure 
shown in Exhibit 68, since these documents were— 

Mr. McGrath: What Docket is that? 

The Witness: In Docket G-2063. 

—-since these contracts were completed very shortly 
after the first of the year, they were included in Exhibit 
68 as being in the 1952 reserves. 

The purpose of page 25 is to pull these reserves back 
precisely to the calendar dates indicates. And, accord- 
ingly, it 
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is now necessary to add the reserves controlled by North- 
ern under its contracts with Phillips Petroleum Company 
which were the subject of the hearings in Docket G-2124 
and G-2125. 

Additionally, during 1953, some forty-three wells were 
contracted, most of which are situated in the Hugoton Field 
of Kansas and Oklahoma. There are two wells of Cities 
Service Oil Company situated in the Texas Panhandle 
Field; one well by an independent operator by the name 
of Huval and Dunnigan. There are five wells of the Texas 
Company situated in the Texas Panhandle Field. 
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There is also a short-term agreement with Shamrock 
involving the 995 million cubic feet previously testified 
to. There are two wells of the Texas Company situated 
in Eastern Hutchinson County, Texas, that were contracted. 
There were twenty-eight wells of Cabot Carbon Company 
which were contracted to the company and represent the 
largest single source of individual gas in the Hugoton area 
that the company contracted in 1953. 

These twenty-eight wells become available to the com- 
pany by virtue of its contract with Cabot Carbon Company. 
There was one well of the Texas Company in the Hugoton 
Field of Kansas. There were three-quarters of a well of 
various people in the Hugoton Field of Kansas that was 
drilled jointly with Northern Natural Gas Producing Com- 
pany, who had a quarter section, which quarter section was 
already under contract to 
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Northern Natural Gas Company. 

The other three quarters of this 640 acre production 
unit was contracted by Northern Natural Gas Company. 
There was one well in Beaver County, Oklahoma which was 
contracted. And there were three wells in the McKinney 
Field of Clark County, Kansas that were contracted, and 
a fractional well of a fractional interest of Northern Natu- 
ral Gas Producing Company in this same field that was con- 
tracted to Northern Natural Gas Company. 

In all, the individual wells approximate 43 that were 
added during 1953 in a reserve total approximating 
165,000,000,000. 

This 165,000,000,000 cubic feet which correlates roughly 
43 wells which, when added to the Phillips volumes of a 
hundred and seventy-seven, equal the 341.7 billion cubic 
feet added during 1953. 
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Ferdinand L. Gagne 


was called as a witness, and having been first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Wolf: 


* * * 


Mr. McGrath: I can understand it clearer now. I have 
one other question. 

We can determine the annual load factor from this page 
24, can we not? You have shown the average day there 
and the maximum day? 

The Witness: That is correct. 

Mr. McGrath: You do not show the average day but that 


ean be caleulated by dividing 365 into the sales line or the 
input delivery, which would be more— 

The Witness: That is correct. 

Mr. McGrath: You do have the daily average. You 
have the daily average shown on the last line of each 
one of those blocks. Have you calculated a load factor 
for your system in those years? 
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The Witness: Have I so done? 

Mr. McGrath: Yes. 

The Witness: Yes, I have. 

Mr. McGrath: Do you have the figures available? 

The Witness: Yes. 

Mr. McGrath: Would you give it to us for the year 1955, 
1956, and 1957 as shown on page 24 of Exhibit Number 7. 

The Witness: In the first block of figures, which are 
those excluding sales to the Black Dog Plant, the percent- 
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age figures which I am about to read are based upon sales 
and sales alone and are not based on in puts 

For our particular purposes in the Marketing Depart- 
ment, who are concerned primarily with saleability, we 
have adopted a factor which is the average day sales by 
the system saleable capacity, the quotient being the contract 
demand factor. 

Mr. McGrath: Before you give me these figures: are 
you giving just the contract demand factor now, or the 
load factor? 

The Witness: I am giving contract demand factor. That 
is why I just explained it. 

Mr. McGrath: And will you explain what you mean by 
the contract demand factor as distinguished from the load 
factor? 

The Witness: Yes, sir. The contract demand factor 
which I am about to read is the quotient which results from 
the 
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division of the average annual sales on Northern’s system 
by the average annual system saleable capacity. 

Those figures in 1955, 1956, 1957 and 1958 on sales vol- 
umes, excluding Northern States Power Company’s Black 
Dog Station are as follows for the respective years: 74.0 
percent, 74.5 percent, 74.8 percent, and 74.8 percent. 

In the second block of figures to which I have not tes- 
tified as yet, but which was included in your question, 
similar percentages based upon sales for the years 1955, 
1956, 1957 and 1958, including those sales proposed to 
be made to the Northern States Power Black Dog Station 
read as follows for the respective years: 76.0 percent, 77.6 
percent, 77.9 percent, and 77.9 percent. 


sd * * * * * * 
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Q. [By Mr. Wolf] Is this sale which Northern Natural 
Gas Company proposes to make to Northern States Power 
for use in the Black Dog generating plant the type of sale 
which could be made by any one of Northern Natural Gas 
Company’s customers under that tariff without reference 
to or obtaining the permission of the Federal Power Com- 
mission or any other governmental agency? A. Yes, it is. 

Q. Would you explain that, please? A. Actually, in the 
past 12 months, we have added one such customer to our 
system served through town border for resale, a customer 
whose maximum day requirements approximate 8 million 
eubie feet per day, with the only requirement being ad- 
vice by the gas utility to us of its impending connection. 
And within the next 12 months, we expect to add several 
such customers in the 71 new communities which are 
proposed for service this fall. 

Q. When you say we expect to add, do you mean that 
Northern or Northern’s Peoples Division proposes to 
make the sales, or will the sales be made by one of North- 
ern’s customers? A. The sales will be made at town 
border for resale by the gas utility customers of Northern. 

Q. And under the terms of the tariff, the customer is 
free so to make such sale without reference to or obtain- 
ing 


125 


a certificate from the Federal Power Commission, is that 
correct? A. That is correct. 


* * * * * 


136 
By Mr. Wolf: 


Q. Mr. Gagne, in the course of your duties with North- 
ern Natural Gas Company have you had occasion to famil- 


32 





(137) 


iarize yourself with the course of Northern’s system load 
factor operationally over recent years? <A. Yes, sir. 

Q. What are the facts with regard to Northern’s system 
load factor? Let us say during the recent,—oh, since the 
war—since the close of World War II? A. Actually the 
volumes that I have with me now, the information which 
I have with me now, dates from 1948. 

However, Northern has been faced with a considerable 
decreasing contract demand factor. Since the end of the 
war, Northern was faced in the first two years with a 
tremendous peak demand, a surge of demand that had been 
pent up during 
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the war years. In 1946 and for a few years thereafter, 
Northern was unable to construct—physically unable to 
construct the necessary pipe line capacity to take care of 
this pent up demand. Since 1948, the job has been nearly 
accomplished. The tremendous increases in contract de- 
mand have been allocated to the gas utilities, particularly 
within the last year. Another increase will be and has been 
by the Commission certificated for this fall. 

In all, within a one year period of time, the gas utilities 
are going to be accorded 300 million cubic feet per day 
approximately. The natural result of the addition of that 
much capacity is a decreasing in load factor. 

In 1948, before an increase in capacity could be made 
known to the gas utilities, to satisfy this pent up demand, 
we had a system contract demand factor of 89 percent. By 
1949 that had grown to 91.8. By 1950 to 91.1. In 1951, 
the contract demand factor was 89.1. In 1952, 89.2. In 
1953, 88.7. 

It should be noted, however, that based upon the latest 
information which we have for 1954 that with an increase 
in pipe line capacity of 200 million per day that we may ex- 
pect in 1954, without the addition of Grundy Center power 
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Q. [By Mr. Wolf] Is this sale which Northern Natural 
Gas Company proposes to make to Northern States Power 
for use in the Black Dog generating plant the type of sale 
which could be made by any one of Northern Natural Gas 
Company’s customers under that tariff without reference 
to or obtaining the permission of the Federal Power Com- 
mission or any other governmental agency? A. Yes, it is. 

Q. Would you explain that, please? A. Actually, in the 
past 12 months, we have added one such customer to our 
system served through town border for resale, a customer 
whose maximum day requirements approximate 8 million 
eubie feet per day, with the only requirement being ad- 
vice by the gas utility to us of its impending connection. 
And within the next 12 months, we expect to add several 
such customers in the 71 new communities which are 
proposed for service this fall. 

Q. When you say we expect to add, do you mean that 
Northern or Northern’s Peoples Division proposes to 
make the sales, or will the sales be made by one of North- 
ern’s customers? A. The sales will be made at town 
border for resale by the gas utility customers of Northern. 

Q. And under the terms of the tariff, the customer is 
free so to make such sale without reference to or obtain- 
ing 
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a certificate from the Federal Power Commission, is that 
correct? A. That is correct. 
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By Mr. Wolf: 


Q. Mr. Gagne, in the course of your duties with North- 
ern Natural Gas Company have you had occasion to famil- 
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larize yourself with the course of Northern’s system load 
factor operationally over recent years? <A. Yes, sir. 

Q. What are the facts with regard to Northern’s system 
load factor? Let us say during the recent,—oh, since the 
war—since the close of World War II? A. Actually the 
volumes that I have with me now, the information which 
I have with me now, dates from 1948. 

However, Northern has been faced with a considerable 
decreasing contract demand factor. Since the end of the 
war, Northern was faced in the first two years with a 
tremendous peak demand, a surge of demand that had been 
pent up during 
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the war years. In 1946 and for a few years thereafter, 
Northern was unable to construct—physically unable to 
construct the necessary pipe line capacity to take care of 
this pent up demand. Since 1948, the job has been nearly 


accomplished. The tremendous increases in contract de- 
mand have been allocated to the gas utilities, particularly 
within the last year. Another increase will be and has been 
by the Commission certificated for this fall. 

In all, within a one year period of time, the gas utilities 
are going to be accorded 300 million cubic feet per day 
approximately. The natural result of the addition of that 
much capacity is a decreasing in load factor. 

In 1948, before an increase in capacity could be made 
known to the gas utilities, to satisfy this pent up demand, 
we had a system contract demand factor of 89 percent. By 
1949 that had grown to 91.8. By 1950 to 91.1. In 1951, 
the contract demand factor was 89.1. In 1952, 89.2. In 
1953, 88.7. 

It should be noted, however, that based upon the latest 
information which we have for 1954 that with an increase 
in pipe line capacity of 200 million per day that we may ex- 
pect in 1954, without the addition of Grundy Center power 
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plant or Northern States power plant at Black Dog, we may 
expect the contract demand factor of 73.8 percent. That 
load factor is based upon seven months of actual historical 
record with the company and five months of our best esti- 
mate. 
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Q. I believe you have previously testified, Mr. Gayne, 
that in response to a question from Mr. McGrath that 
Northern’s projected or estimated contract demand factor 
for 1955 without the sale of Black Dog would be 74 percent; 
in 1956 it would be 74.5 percent; and in 1957-58 and succeed- 
ing years, 74.8 percent, is that correct? A. That is cor- 
rect. 


Q. And have you likewise testified as to the amount by 
which that load factor will increase if the Black Dog 
sale is added to the Northern system? A. I have. 


Q. From an operating point of view, Mr. Gayne, and 


having regard to the kind of problem that you deal with in 
your sales work and your market analysis work, do you 
have any comment to make with respect to the desirability 
or undesirability of increasing Northern’s system contract 
demand or load factor? 

Mr. McGrath: Just a moment, I object to that question 
as too broad. The desirability of increasing load factor, I 
think, should be more specific as to what the effect of the 
increasing load factor would be. 

Mr. Wolf: I phrased the question ‘‘desirability or un- 
desirability,’’ Mr. Examiner. 

Presiding Examiner: Well, can you be more specific. 

Mr. McGrath: It calls for a general conclusion of the 
witness. 
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Presiding Examiner: Yes, I think so. 

By Mr. Wolf: 

Q. Mr. Gayne, can you tell us what happens on North- 
ern’s system when its load factor—system contract demand 
factor, declines? A. When the system load factor declines, 
its natural aftermath is rate difficulty and a need for in- 
crease in rates to cover an advancing cost of service. 

Q. What happens when the load factor increases on 
Northern’s system? A. On the assumption that you have 
made with a frozen capacity, an increase in load factor 
would result in the happiness of everyone concerned in that 
rates can be maintained, increases need not be sought, and 
with the attending benefits to everyone. 

Q. Is it your testimony that the addition of the sale to 
Northern’s States Power Company of gas for use at Black 
Dog station will increase Northern’s system contract de- 
mand or load factor at a Northern system salable capacity 
of 1 billion 100 million eubic feet per day? A. Yes, it will. 

Q. And in the precise magnitude that you have already 
indicated in answer to Mr. McGrath? A. That is correct. 

Mr. McGrath: That is all the direct we have on Mr. 
Gagne. 
* * e * * * * * * sd 

152 
Ferdinand L. Gagne 


resumed the stand and, having been previously duly sworn, 
was examined and testified further as follows: 


Cross-Examination (Resumed) 
By Mr. Duff: 


me * * * * a * * * * 
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Q. So that, as a matter of fact, then, may we say this: 
That since 1948, the volume of your large-volume sales— 
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large-volume interruptible sales—has steadily continued to 
increase with each passing year? A. Yes, sir. 

Q. So that the decline in load factor to which you testified 
yesterday arises from, directly from, the increase in the 
capacity of Northern’s system? A. That is correct. 

Q. In other words, there has been year by year, and will 
continue to be in the future, an increase in the volume of 
annual sales made by Northern? A. In so far as we have 
made a projection, that would be true. 
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Q. And tested against capacity, the load factor or the 
contract demand factor has declined, is that right? A. 
Yes, sir. 

Mr. McGrath: I would like to ask a question for clarifica- 
tion. I am not sure that counsel expressed the question 
the way he wanted to. 

Presiding Examiner: Yes, sir? 

Mr. McGrath: I believe the question was that Northern 
sales would increase. Didn’t you intend to ask as to North- 
ern’s direct sales? 

Mr. Duff: No. I am interested—perhaps I haven’t made 
the question clear. So I will. 

Mr. McGrath: From the language of the previous exam- 
ination, I wasn’t just sure. 


By Mr. Duff: 


Q. The answer I want is this: Rather, the question I want 
is this: Both with respect to direct sales made by Northern 
and with respect to sales made by its utility customers, 
with respect to the overall volume of sales, isn’t it a fact 
that the volume of sales has increased in each year from 
1948 up to and including the present? A. Yes, sir. 

Q. And that it will continue to increase subsequent to 
this year, regardless of whether the sale to Black Dog is 
made? 
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A. In so far as we have projected, that is correct. 

Q. Now, secondarily, is it not also the fact that since 1948, 
large-volume industrial sales, interruptible sales, both by 
Northern and by its utility customers, have also increased 
with year year? A. Yes, sir. 

Q. And that that will continue subsequent to 1954? A. 
In so far as we have projected, that is correct. 

Mr. McGrath: May I ask a further question for clari- 
fication? 

Presiding Examiner: Yes. 

Mr. McGrath: What do you mean, ‘‘In so far as we have 
projected’’? 

The Witness: We have only gone through 1958. 

Mr. McGrath: You mean their estimates to and includ- 
ing 1958? 

The Witness: Yes, sir. 


180 


Mr. Wolf: I should like to also ask, Mr. Examiner, that 
there be incorporated into the record of this proceeding by 
reference as Item E by reference to the files of the Federal 
Power Commission the Northern Natural Gas Company’s 
effective FPC gas tariff that is currently on file with this 
Commission and made effective thereby. 

Presiding Examiner: That tariff is identified as Item EH. 

Is there any objection? 
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(No response.) 
Presiding Examiner: Without objection, the tariff is re- 
ceived in evidence as Item BE. 


(The document referred to was received in evidence as 
Item E by reference.) 
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Q. Now, will you tell us on what basis you have antici- 
pated or estimated that in January of 1955 a curtailment in 
January will be 910,000 Mcf? A. Yes, sir. The require- 
ment of this customer in January 1955 has been estimated 
at 1,085,000 Mef. For all practical purposes, that is an aver- 
age-day requirement of 35 million. That 35 million a day 
attached to Northern’s system, as an average, will increase 
the requirements on the system by that amount. However, 
it is proposed to serve this customer in interruptible prior- 
ity, Step 2, which is the lowest priority that Northern has 
on its system, which means in essence this customer will be 
curtailed among the first. 

In January 1955 our studies indicated that some amounts 
of gas on certain days of warmer temperature would be 
available for sale to large-volume commercial and indus- 
trial customers. We found through our studies that with 
the attachment of Black Dog to the system, there would be 
some days on which some deliveries could be made to this 
customer in that they would share in whatever gas was 
being made available to the Step 2 customers on the system. 
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Q. Are you familiar at all in your capacity as a market 
analyst for Northern with the currently—with the latest 
rate increase filing which has been made by Northern Nat- 
ural Gas Company? A. Yes, sir. 

Q. In that rate increase filing, has any account been 
taken of the proposed sale to the Black Dog plant? A. 
No, sir. 

Q. So that that filing is based upon circumstances as they 
now exist and will exist up through the next few months, 
is that correct? A. It is based only on certificates. 

Q. On certificated facilities? A. That is correct. 
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Q. And current operations? A. That is correct. 
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Q. Now, under Section 3, provision is made for the pay- 
ment of two cents per Mcf above the commodity charge con- 
tained in Schedule CD-1 of the gas tariff of Northern Nat- 
ural for the first 6000 Mcf delivered in any one month. 
What is this present commodity rate in CD-1? A. The 
presently existing rate is 22.1 cents commodity charge. 

Q. And in the presently pending rate proceeding, can you 
tell us what commodity rate is suggested by Northern? A. | 
The presently— | 

Q. The one that has been recently filed in that docket ! 
that Mr. Wolf gave us the number of. 

Mr. Wolf: G-2505. ! 

The Witness: The commodity rate as proposed is the | 
same. 





By Mr. McGrath: | 
Q. No changes in commodity rate? A. No, sir. | 
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Q. Now, there has been a good deal of discussion 
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concerning the load factor situation and the worsening of 
it that has occurred in the last year or so, and the worsen- | 
ing of a load factor results from getting the firm and in- 
terruptible sales out of the balance as they previously 
existed, is that right? A. To some extent, that is right. 

Q. Well, that is a fact, isn’t it? 

I mean, if they maintain their continuing balance through- 
out the years, your load factor would be approximately the 
same? A. A balance with system capacity. 
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Q. Or balance with the peak-day sales. I mean, as long 
as your firm and interruptible loads travel along about the 
same level, your load factor remains the same, as long as 
your capacity is not increased? A. Yes, sir. 

Q. I am talking about load factor rather than capacity 
factor. 

Now, whenever there is an increase in capacity, it usually 
is a result of demands from local communities because they 
need more gas for firm purposes, particularly space heat- 
ing? <A. Yes, sir. 

Q. And space heating is a poor load factor business, 
isn’t it? 

217 
A. Yes, sir. 

Q. So that when you expand the pipeline, confining it to 
Northern your experience, for purposes of this case, you 
anticipate initially that your load factor will decrease at 
least temporarily until you can attach additional inter- 
ruptible customers, isn’t that true? A. Yes, sir. 

Q. And that is what has been happening recently on 
Northern Natural in the instances that you have referred 
to; this Docket 2063, for instance, resulted in worsening the 
load factor because you have been attaching a good many 
domestic and commercial space heating customers, isn’t 
that true? A. Yes, sir. 

Q. Now, in the normal course of events, you expect to 
build up your load factor by acquiring additional inter- 
ruptible sales, isn’t that true? A. We hope to, yes, sir. 
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Q. A large electric plant which can readily be curtailed 
and has a large consumption is one of the preferable types 
of interruptible customers, isn’t it? 


40 





232 
A. It is very desirable, yes, sir. 

Q. And that is because there is less bookkeeping, less dis- 
patching concerned, and less regulator and measuring ap- 
pliances to maintain and all that sort of thing, because of 
the volume. A. That is correct. 

Q. If this Black Dog Lake sale were not made, where 
would you normally look to replace it with an interruptible 
load? A. I venture to say it would be quite difficult to 
replace. 


John M. Newlands 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct Examination 
By Mr. Wolf: 


Q. Please give your name and address to the reporter? 
A. My name is John M. Newlands. I live at Hamilton Hotel, 
Omaha, Nebraska. 

Q. Are you employed by Northern Natural Gas Company, 
Mr. Newlands? A. I am. 

Q. In what capacity? A. I am employed in the Depart- 
ment of Rates, Budget and Research. I am engaged in 
making accounting exhibits in formal rate cases, certificate 
applications, and making special studies on economic feasi- 
bility and special studies in the field of costs, accounting 
and budgets. 

Q. Will you describe, or state briefly, for the record your 
educational, professional and business experience and back- 
ground, Mr. Newlands? 
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A. I am a certified public accountant in the State of New 
York. I graduated from Bates College in 1928. After 
graduation, I joined the staff of Scovell-Wellington and 
Company, Certified Public Accountants, in New York City. 
I worked for them approximately nine years as a senior 
accountant in charge of audits and investigations of a 
variety of businesses. 

In 1938 I joined the Staff of Arthur Anderson and Com- 
pany, Certified Public Accounts, in New York City. In 
1939 I joined the Staff of the Federal Power Commission 
as an accountant. As an accountant and later as a super- 
vising accountant for the Federal Power Commission, I 
was engaged chiefly in gas and electric rate cases. I made 
investigations, prepared reports thereon, and testified. In 
March, 1952 I took a position with Northern Natural Gas 
Company. 

Q. Mr. Newlands, have you prepared so far as Northern’s 
application, Docket G-2408 is concerned, the sale to Black 
Dog, an estimate of the annual revenues and incremental 
cost of service attributable to sales proposed to be made to 
the Black Dog Power Plant? A. That is correct. 

Q. I direct your attention to the document which was 
marked for identification as Exhibit Number 14 and ask 
you whether that exhibit was prepared under your direction 
or supervision? 
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A. It was. 

Q. And does this document purport to set forth the esti- 
mate of annual revenues to be obtained from and the in- 
cremental cost of service attributable to the sales Northern 
proposes to make to the Black Dog Power Plant? A. It 
does. 

Q. Mr. Newlands, do the proposed sales to the Black 
Dog Power Plant generate revenues in excess of the in- 
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cremental costs of service to that power plant. And if they 
do, in what amounts? A. Sales to Black Dog do give reve- 
nues in excess of the incremental cost of service to service 
those sales. In the first year of Black Dog’s operations, 
those excess revenues amount to $789,705. In the second 
year they amount to $1,122,052 as shown on the bottom line 
of Exhibit Number 14. 
Presiding Examiner: Page what? 


The Witness: Page 1. 
By Mr. Wolf: 


Q. Have you set forth at page 1 of Exhibit 14 the various 
items in total that have gone into your computations? A. 
That is correct. 

Q. And at pages 2 through 6 of Exhibit 14, including 
sheet 6(a) and 6(b) thereof, have you provided the details 
from which the totals shown on page 1 were derived? A. 
That is correct. 
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Q. And are the details as shown on page 2 through 6 
self-explanatory? A. That is correct. 

Q. Mr. Newlands, are any of these revenues which you 
have indicated are in excess of the incremental cost of serv- 
ice available to defray Northern Natural Gas Company’s 
overall system cost of service? A. Yes. All of the excess 
revenues that I have just indicated appear on the bottom 
line of Exhibit Number 14, and are available to reduce sys- 
tem cost of services. 

The amount that would be applied against system cost of 
services depends on the form of cost allocation used in any 
rate case. 
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Q. Will you direct your attention, Mr. Newlands, to the 
document which has been marked for identification as Ex- 
hibit Number 16, consisting of a statement of income for 
the twelve months ended December 31, 1953 and a balance 
sheet of Northern Natural Gas Company as of December 
31, 1953. 

In the course of your work with Northern Natural Gas 
Company, have you had occasion to be familiar with and 
to know the details of these financial statements? A. Yes, 
that is right. 

Q. And are the documents which have been marked for 
identification as Exhibit Number 16 true and correct copies 
of 
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the formal income statement and balance sheet of Northern 
Natural Gas Company as of December 31, 1953? A. Yes, 
they are. 

Q. Mr. Hanley has previously testified that the cost of 
these two projects would be financed out of cash on hand. 
What was the fact with respect to cash on hand as of De- 
cember 31, 1953? A. As of December 31, 1953 there was 
cash on hand in the amount of $12,616,610.82. In addition 
to that, there were United States Government securities 
which are equivalent to cash of $7,989,389.17. 

Q. Mr. Newlands, if you know, can you state whether, 
from your knowledge of the accounting records of the com- 
pany and the accounting operations of the company, there 
is cash on hand as of this time to defray the some approxi- 
mately one hundred and sixty thousand dollars involved in 
the construction necessary for these two projects? A. Yes, 
there is. 





(273) 


270 


Q. Mr. Newlands, were you in the room when Mr. 
McGrath was interrogating Mr. Gagne? A. Yes. 

Q. And do you recall his asking Mr. Gagne a question 
with respect to the average price per Mcf at which gas 
would be sold to the Northern States Power Company? 
A. Yes. 

Q. And Mr. Gagne indicated you could provide an answer 
therefor? A. That is right. 

Q. Are you in a position to do so? A. Yes, 

Q. Please do so. 
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A. For the first year of operation of Black Dog Power 
Plant, the average revenues would be 23.75 cents per Mcf. 
The second year would be 23.55 cents per Mef. 


a ® tJ eS * * * * * ? 
Cross-Examination 
By Mr. Duff: 
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Q. Will you refer, now to page 1 of Exhibit 14? 

In line 17 of Sheet 1 of that exhibit, the statement ap- 
pears, ‘‘Balance of Revenues Available to Defray the 
Overall Cost of Service Assignable to Sales to Black Dog 
Power Plant.’ 

Will you elucidate a little further on what you mean 
by available to defray the overall cost of service? A. The 
actual costs of serving the Black Dog power plant are 
those shown on this Exhibit 14. After deducting those addi- 
tional costs that Northern will incur to serve Black Dog, 
there is revenue available which can be used to reduce 
the overall cost of service. 

If the Black Dog certificate is granted and these sales 
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are made, in any subsequent rate case, these sales will be 
included in the direct sales and a cost allocation will be 
made to those sales of the total system cost of service. 
These amounts are available to defray that cost of service. 
And by any amounts that are allocated to this sale, the 
cost of service to all the other customers is reduced there- 
by. 
Q. Is Northern asking for return of 634 percent in its 
current rate application? A. No, they are not. This appli- 
cation was made up on the basis of the rates that had been 
filed for in the fourth rate increase. This was made up 
prior to the time we filed 
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our fifth rate increase. And so this was based on that. 

Q. Am I correct in my understanding that the proposed 
sale to Black Dog would have no effect upon the rate pro- 
ceeding which Northern hag filed in, I believe, Docket 
2505? A. It will have no effect on that rate proceeding if 
a certificate is not granted. 

Q. If a certificate is granted, would there be any effect 
on that rate proceeding? -A. I suspect that there would 
be. 
Q. You assume that the exhibits would be changed to— 
A. I assume that in that case the exhibits would be changed 
to include these sales. 

Q. Can we say, Mr. Newlands, that the net effect of the 
proposed sale to Black Dog, and also the proposed Grundy 
Center sale, would be to add the figures which appear at 
the bottom of page 1 in Exhibit 14 and at the bottom of 
Sheet 1 on Exhibit 15 to the overall figure, income figure, 
which appears at the bottom of page 1 of Exhibit 16? A. 
No, that is not correct. 

_Q. How would that figure, then—the net income figure 
that appears at the bottom of Sheet 1 of Exhibit 16 be 
affected by these two proposed sales? A. It might not 
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be changed at all. It depends on how much costs are allo- 
eated to this sale in the rate case. If you have enough 
costs allocated to equal the amount of the 
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excess revenues that are shown here, there will be no in- 
crease in that income figure. 

Q. Are you saying that the entire amount of the cost 
would be allocated to this sale? A. No, I am saying it is a 
possibility. It all depends on the form of the cost allo- 
cation. Of course, in any case, the amount of income based 
on the fifth rate increase would not be net income that 
shows on Exhibit 16. It would be an entirely different 
figure. 

Q. By fifth rate increase, you are talking about G-2505, 
is that correct? A. That is correct. 

Q. If the current rate application in Docket No. G- 
2505 were either settled or disposed of prior to the issu- 
ance, let us say, of a certificate in Docket G-2409, what 
would the effect of the Black Dog sale be on Northern’s 
revenues? <A. In that case, it would not affect them, be- 
cause we couldn’t include Black Dog revenue—Black Dog 
revenues are not now included, of course, in Docket 2505. 
And if no certificates were granted before any settlement 
was made on that, no revenues could be included because we 
wouldn’t know whether or not we were going to get them. 

Q. And in that event, in the event that a settlement 
of the rate case took place and in the further event that 
thereafter a certificate were granted in Docket G-2409, 
what would 
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the benefits to Northern’s customers be by reason of the 
Black Dog sale? A. You are now assuming that a rate 
has been fixed? 

Q. That is correct. A. In that case, there would be no 
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immediate benefit to Northern’s customers, except as that 
revenue would reduce the necessity for Northern to come 
in for a further rate increase for rising costs. 

In other words, it would—it might either prevent a fur- 
ther rate increase or might. stall a rate increase off for a 
longer period. 

Our costs are rising continually all the time. So any 
rate is going to be temporary. 

Q. On the assumption that costs continue to rise all 
the time? A. That is right. And they are rising con- 
tinually all the time. We have increased costs today, that 
are not included in Docket 2505. 

Q. Is that necessarily a reason for assuming you will 
have increasing costs in 1955? A. There have been in- 
creasing costs for the last several years. We know that 
certain of the costs have increased now above what we 
have filed in 2505. I think that make a reasonable assump- 
tion that costs are increasing and will continue to increase 
in the near future. 
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Negotiations are now underway, for instance, for addi- 
tional gas at prices well in excess of the average price in- 
eluded in Docket G-2505. We hope to get that gas. It 
will increase the cost. 

a * * * a 
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Lloyd L. Oman 
was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 
Direct Examination 


By Mr. Wolf: 


Q. State your name and address for the reporter, please. 
A. Lloyd L. Oman, Minneapolis, Minnesota. 
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Q. By whom are you employed? A. By Northern States 
Power Company. 

Q. What is the nature of your position with the com- 
pany? A. I am a member of the Rate and Research De- 
partment. 

Q. In the course of your employment, do you have oc- 
easion to make studies of and deal with matters of gas 
sales and gas utilization? A. Yes, I do. 

Q. And more specifically, in connection with your duties 
with Northern States Power Company, have you partici- 
pated in the arrangements for and the project of the 
purchase 
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of gas by Northern States Power for use at its Black 
Dog generating plant? A. Yes, I have. I participated 
in studies which supplied data to form a basis for the 
contract between our company and the Northern Natural 
Gas Company for the purchase of natural gas at Black 
Dog. 

Q. In connection with this work, have you familiarized 
yourself with the requirements of the Black Dog plant for 
fuel? A. Yes, I have. 

Q. And have you familiarized yourself with the com- 
pany records with respect to costs of the various fuels 
used at Black Dog? A. Yes. 

Q. And have you been authorized by the company to 
appear at this hearing to testify with respect to the use 
of natural gas at the Black Dog plant? <A. Yes. 

Q. Will you describe briefly the nature of the business 
conducted by the Northern States Power Company? A. 
The Northern States Power Company is an operating pub- 
lic utility. It produces, distributes and sells electrical 
energy. It sells electricity directly to 514 communities lo- 
cated in central and southern Minnesota, the west central 
part of Wisconsin, southern part of South Dakota, and 
North Dakota. 
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It owns and operates 18 steam electric generating plants, 
31 hydro plants, and 16 diesel plants, which have a total 
rated capacity as of December 31, 1953, of 994,315 kilo- 
watts. 

Our company also has 3618 miles of transmission line. 
The total kilowatt hour sales for the year 1953 was 4,- 
080,000,000 and the total output for the year 1953, includ- 
ing energy purchased, was 4,561,000,000. kilowatt hours. 

In addition, Northern States Power Company serves 28 
communities with gas. It serves several communities with 
steam or hot water heating, one community with tele- 
phone service and one community with water service. 

The total number of customers served at the end of 
1955, by types of service, is as follows: 

Number of electric customers, 586,027. 

Gas, 139,854. 

Heating, 1297. 

Telephone, 7038. 

Water, 874. Or a total of 735,090 customers. 

Mr. McGrath: May I ask a question for clarification? 

Presiding Examiner: Yes. 

Mr. McGrath: When you say that, you are including 
all customers in the community served? 

The Witness: That is right. 

Mr. McGrath: Do you sell any electric for resale— 

The Witness: That would be counted as one community. 
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Mr. McGrath: Well, for your purposes, do you actually 
sell to other utilities for resale? 

The Witness: We do, yes, sir. 

Mr. McGrath: And wholesalers? 

The Witness: We do that, yes, sir. 

Mr. McGrath: And you have included those customers 
along with the community customers? 
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The Witness: The figure of 586,000 I might give you as 
follows: 

We have a total of retail number of customers of 585,916 
and 28 municipalities where we sell for resale. 

Mr. McGrath: Can you give us the number of customers 
that are attached to the municipalities? 

The Witness: I do not have that figure. 

Mr. McGrath: It is not included in the 586,000? 

The Witness: That is correct. 

Mr. McGrath: All right. 

The Witness: We also have 69 rural electrical coopera- 
tives, 14 other electric cooperatives, which makes a total, 
then, of 586,027. 


* * * * * * ® * * * 
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By Mr. Wolf: 


Q. More specifically, Mr. Oman, will you give us a de- 
scription, now, of the Black Dog generating plant? I am 
concerned with its size, presently and prospectively, or 
for the future, if you know, and particularly the function of 
the Black Dog plant in relationship to Northern States 
Power’s overall electric operations. A. The Black Dog 
plant is a steam electricity generating 
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station located on the Minnesota River south of Minne- 
apolis. 

Mr. Duff: That is the Minnesota River? 

The Witness: Minnesota River, yes. 

The first unit—Unit No. 1 which I referred to—was 
put in operation in the latter part of 1952. This unit has 
a rated capacity of 60,000 kilowatts. The boiler and tur- 
bine are designed to operate at 900 pounds and 950 degrees 
temperature. 
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Units Nos. 2 and 3 are in the process of construction. 
Tnit No. 2 is expected to be put into operation the latter 
part of 1954. It has a rated capacity of 100,000 kilowatts, 
and the boiler and turbine associated with that unit are 
designed to operate at 1450 pounds and a temperature of 
1000 degrees. v 

Unit No. 3 is expected to be put into operation the latter 
part of 1955. It also has a rated capacity of 100,000 kilo- 
watts, and its boiler and turbine are designed to operate 
at 1450 pounds, with initial temperature of 1000 degrees, 
and a reheat temperature of 1000 degrees. 

The boilers are designed—that is in all three of the 
units—to burn either pulverized coal or natural gas. Now, 
this plant is connected to our 115,000-volt transmission 
grid which serves our interconnected system. It is also 
connected to the 230,000-volt transmission line which ex- 
tends from Black Dog, a distance of about 114 miles west, 
to Granite Falls. 

The Black Dog plant is a main base-load plant because 
of 
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its relative operating efficiency. 
By Mr. Wolf: 


Q. Mr. Oman, does the Northern States Power Company 
own any coal mines or any coal in the field? A. We don’t 
own or control any mine or coal property or barge or 
transportation facilities. 

Q. Where does Northern States Power generally ob- 
tain its coal? A. We generally obtain our coal and the 
coal that we burn at Black Dog from the southern Illinois 
and west Kentucky fields. 

Q. And what is the nature of the haul from the sources 
of supply to your plant? A. This will be by means of 
barge up the Mississippi and Minnesota Rivers. 
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Q. And approximately what distance? Do you know? 
A. Well, the haul will be about 700 to 900 miles, approxi- 
mately, now, depending upon, of course, the loading point 
from the field. 

Mr. Duff: May I ask just one question? 

I think I missed this, Mr. Oman. Did you give the ca- 
pacity of Unit No. 1? 

The Witness: Unit 1, yes. That is 60,000 kilowatts. 


By Mr. Wolf: 
Q. Mr. Oman, at Exhibit 10 in this proceeding, Mr. 
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Gagne has indicated or shown the requirements of North- 
ern States Power for gas at the Black Dog plant and has 
indicated that those requirements were provided to him 
by the Northern States Power Company. Did you par- 
ticipate in the studies leading to the establishment of 
those requirements? A. Yes, I did. 

Q. Will you state how those requirements were deter- 
mined? <A. These requirements were determined by a 
series of estimates. Some of the initial estimates—when 
I say ‘‘initial estimates,’’ I am referring to the number 
of kilowatt hours that are assigned for production at Black 
Dog—are the results of studies through the combined ef- 
forts of our Sales, our Planning, our Engineering and our 
Production Departments. 

A forecast is made of the magnitude and the location 
of requirements, the schedule for the units. Any addi- 
tional units to be installed are determined, and then a 
determination is made of the loading of the units in the 
various stations. With the figures then of the number of 
kilowatt hours to be produced by the three units of Black 
Dog, some unit figures were applied to determine the 
number of heat units required to generate those kilowatt 
hours. 
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I might mention here that in the case of Unit No. 1, a 
unit BTU consumption, consisting of a monthly no-load 
heat 
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loss of 14,000 mega BTU with an incremental BTU per 
kilowatt hour of 11,400 was used. For Unit No. 2, a 
monthly no-load heat loss of 20,000 mega BTU with an 
incremental BTU per kilowatt hour of 10,750. And for 
Unit No. 3, a monthly no-load heat requirement of 20,000 
mega BTU with an incremental average BTU per kilo- 
watt hour of 10,280. 

Applying these figures, then, for unit values to the kilo- 
watt hours to be generated, results in the requirements 
for gas as indicated by Exhibit No. 10. 

Mr. McGrath: May I ask a question for clarification at 
this point? 

Presiding Examiner: Yes. 

Mr. McGrath: What do you mean by mega BTU? 

The Witness: That is ‘‘million BTU.”’’ 


By Mr. Wolf: 


_Q. And the requirements figures then are those as shown 
on Exhibit No. 10 in the amount of 12 billion 800 million 
cubic feet for 1955 and 20 billion cubic feet for 1956 and 
57? A. That is correct. 

Q. Now, Mr. Oman, have you made any calculations as 
to the amount of coal that those requirements represent? 
And if you have, will you state how you convert from gas 
to coal, or backwards? A. In making such an estimate 
or computation, I multiplied the gas requirement figure 
by a factor of .985 to adjust 
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for the number of BTU’s which would be required with 
coal generation. I then took those total number of BTU’s 
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and divided by 22.4, on the assumption that the average 
heating value of the coal would be 11,200 BTU per pound. 

Q. And what are the resulting figures? A. For the 
year 1955, this would approximate 560,000 tons. For the 
year 1956 and 1957, each year approximately 880,000 tons. 

Q. Mr. Oman, directing your attention for a moment to 
Exhibit 10, you will note thereon Mr. Gayne’s or North- 
ern’s projected volumes of sales to the Northern States 
Power Company as distinct from requirements. 

Have you made any computations as to whether, if sales 
in that volume are delivered, there will be any savings 
accruing to the Northern States Power Company from 
the use of gas in the operation of the Black Dog plant? 
A. Yes. I have made sud=a computation. 

Q. And what are the results of that computation? And 
will you explain the basis upon which it has been made? 
A. Well, I have estimated that the total savings to North- 
ern States Power Company in the cost of fuel with the 
burning of natural gas to be approximately $500,000 for 
the three-year period from 1955 through 1957, inclusive. 

Mr. Duff: May I ask a clarifying question? . 

The Witness: Yes. 
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Mr. Duff: Do you mean a total of $500,000 over the 
three-year period? 

The Witness: Over the three-year period, that is correct, 
sir. 
Mr. Duff: And that assumption of $500,000 in savings 
is based upon the figures which appear in Sheet 1 of Ex- 
hibit 10? 

The Witness: That is correct. And furthermore, I 
would like to continue with the basis for calculation, that 
in addition to the assumed purchases or sales, the com- 
putation was based on rates contained in the contract be- 
tween our company and Northern Natural Gas Company. 
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By Mr. Wolf: 


Q. That is Exhibit 11 in this proceeding, Mr. Oman? 
A. That is correct. Exhibit No. 11. 

Mr. McGrath: Mr. Examiner, before the witness goes 
farther, could I hear the first part of that answer? The 
question and the first part of the answer. 

Presiding Examiner: Will the reporter read the ques- 
tion and answer? 


(The question and answer were read by the reporter.) 
By Mr. Wolf: 


Q. Now, will you proceed with your answer, Mr. Oman? 
A. Geared to the present town border commodity rate. In 
other words, the price of gas that I have used in this 
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computation is 24.1 cents per Mef for the first 600,000 Mef 
per month, and 23.1 cents per Mef for all gas used in ex- 
cess of 600,000 Mef per month. 

In addition, in making this computation, I have assumed 
that the competitive price of coal would not go below 25 
cents per million BTU. 

Q. In using this figure of 25 cents per million BTU, Mr. 
Oman, do you reflect handling costs, also? A. That in- 
cludes handling costs. 

Q. Do you have any specific figure on handling costs of 
Black Dog? A. I don’t have any specific figure on the 
handling costs at Black Dog. However, a general figure 
used by our Production Department as an adjustment 
factor for coal handling, and including a correction for 
the differences in boiler efficiency between coal and gas, 
is about one cent to 1144 cents per million BTU. 

Q. Now, Mr. Oman, you said that you had assumed 
that the competitive price— 

Mr. McGrath: Pardon me. If I am going to cross- 
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examine this witness, I have got to interrupt to keep up 
with his statement. 

There was something said about one cent or a quarter 
cent per million BTU. 

The Witness: It is one cent to 114 cent. 
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Mr. McGrath: All right. 
By Mr. Wolf: 


Q. Now, Mr. Oman, a moment ago, in describing the 
assumption—you said you had assumed that the competi- 
tive price of coal would not go below 25 cents per million 
BTU. What do you base that assumption on? A. For 
the year 1953, our coal costs at Black Dog averaged 31.97 
cents per million BTU. It is anticipated that any de- 
crease or that a decrease of seven cents or 22 percent 
would not be exceeded. 

Furthermore, I feel, in making this assumption, that 
it appears that the maximum price for gas as set forth in 
the contract would support such an assumption that I have 
made. 

Q. Maximum price being 25 cents per Mef, is that right? 
A. That is correct. 

Q. Mr. Oman, does the Northern States Power Company 
have a fuel adjustment clause in its electric rate schedules? 
A. Yes. In some of our electric rate schedules commer- 
cial, industrial, large-power, resale, we have fuel adjust- 
ment clauses. Now, these clauses are based on a unit cost 
of fuel per million BTU. Consequently, any savings 
which we might realize in the cost of fuel or the burning 
of natural gas, of course, would be accordingly shared by 
those customers. 

Q. Has the Northern States Power Company committed 
or 


o7 








(310) 


310 


spent the funds necessary to enable the Black Dog plant 
to utilize natural gas? <A. All but about approximately 
$7000 has been committed or spent. 

Q. And is it the position of the Northern States Power 
Company that it wants the supply of gas which Northern 
proposes to make available to it if a certificate is granted 
in Docket G-2409 for use at the Black Dog plant? A. I be- 
lieve we have so indicated by signing the contract. 


Cross-Examination 
By Mr. Duff: 


Q. Mr. Oman, I believe you testified that all but $7000 
had been committed up to the present time to make gas 
available in the Black Dog power plant; is that correct? 
A. That is correct. 

Q. What is the total expenditure which has been made 
or will be required in order to make possible this conver- 
sion? A. It is estimated that the total additional invest- 
ment to burn natural gas will approximate $220,000. 
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Q. Now, I think you stated that in some of your larger 
contracts with commercial, industrial and large-power con- 
sumers that you do have a fuel adjustment clause which 
might come into play. A. That is right. 

Q. That is automatic, is that correct? A. That is auto- 
matic, yes. 

Q. Is there any minimum figure upon which that fuel 
adjustment clause comes into play? A. We have a base 
figure of 26 cents per million BTU, and depending upon 
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the unit price of fuel, that adjustment may be either plus 
or minus, depending upon whether it exceeds or 
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is less than 26 cents. 

Q. But is there any minimum figure which must obtain 
before that adjustment comes into play? A. Not on our 
large commercial power contracts or resale schedules. 

Q. Well, do I understand by that, then, that no matter 
how trifling the change in the unit fuel cost may be, that 
the adjustment clause nevertheless comes into play? A. 
No, I didn’t quite understand your question. That is for 
each whole cent. In other words, we do not adjust on any 
fraction of a cent between the 26 and above. It is on each 
whole cent. 

Q. One cent, then, is the basic adjustment figure? A. 
That is right. 
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Q. But that adjustment clause applies only to these 
large-volume customers? A. To the large customers, yes. 
It is applied to some of our commercial customers only 
if they are of the larger size. 

Q. It does not apply to your domestic customers? A. 
Small domestic, it does not. 

Q. Does it apply to your utility customers? A. Yes. 

Mr. McGrath: May I ask what is meant by ‘“‘utility 
customers’’? I understood you to say you sold no gas 
for resale to utility customers. Didn’t you say that in 
answer to my question? 

The Witness: We are talking— 

Mr. McGrath: Electricity, I mean. 

The Witness: We said a number, I believe—number of 
customers that we— 

Mr. McGrath: You may have and it probably slipped 
by me. 
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Mr. Duff: I believe the figure was 14 electric companies. 

The Witness: Twenty-eight municipalities and 14 other 
electric customers. 

Mr. Duff: And 69 rural cooperatives. 

The Witness: Yes, sir. 
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Q. Can you tell us what kind of coal you now use at 
Black Dog? A. Our coal is the southern Dlinois and west 
Kentucky. It is bituminous screenings. 

Q. Did you give the BTU value of that coal as 11,200— 
A. It was assumed for the purpose of that computation 
that the average BTU would be 11,200. 

Q. Is that on an as-received or on an as-fired basis? 
A. That would be, I believe—I can’t answer that. But I 
did assume that on the basis of the Part No. 1 to the Fed- 
eral Power Commission, which indicated that for the year 
1953 the average heat content of the fuel, BTU per pound, 
was 11,172. I would assume that would be the average 
BTU burned. 

'Q. Would you change over to natural gas at Black Dog 
if the cost of coal were the same or less than natural gas? 
A. I don’t know. 

Q. Well, isn’t it a fact that the basis of a conversion is 
actually economic, whether the cost is less or greater, de- 
pending on the fuel used? A. Generally speaking, it is a 
matter of dollars and cents. 

'Q. And in this case, is it not a matter of dollars and 
cents so far as you are concerned? A. To my knowledge, 
it is. 
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Q. Can you state whether, assuming the contract which 
you have entered into with Northern Natural Gas Com- 
pany were limited to a period of three years, whether you 
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would make the conversion which you here propose? A. 
Yes, I believe we would. 

Q. Have you given consideration in your answer to the 
fact that your conversion equipment might have to then 
be amortized over a three-year period? A. That is right. 


* * * * * * * * * bal 
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Q. Now, you spoke of a saving of $500,000 over a three- 
year period. Do you have that broken down by years? 
It would be less in 1955 than the other two years; is that 
right? A. I have that, sir. 

Q. Would you give it to us? A. Yes. For the year 
1955, $110,000; for the year 1956, $200,000. And for the 
year 1957, $200,000. I rounded off that total, the three 
sums, to $500,000. 

Q. Now, that was arrived at, as I understand it—that 
is, I would assume; I want you to correct me—by assum- 
ing that natural gas would be purchased at this average 
price under the contract, which testimony you gave yester- 
day as 23.75 cents per Mef and the price of 25 cents that 
would be paid for coal; is that right? A. That is on the 
basis—that is for the year 1955, yes. The average price 
of gas for the year 1956 is slightly less than that I be- 
lieve, according to testimony, around 23.55 cents. 

Q. Isee. A. And that was also arrived at on the assump- 
tion that the competitive price of coal would not go below 
25 cents per million Btu. 
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Q. In other words, you have a savings of $5000 over 
the three-year period. 
Mr. Wolf: $500,000, isn’t it? 
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By Mr. McGrath: 


Q. $500,000 and it cost you approximately $220,000? A. 
That is right. 


Q. So you would be ahead, somewhat, if it were only 
for three years. A. That is right. 


Q. Of course, there are administration costs and other 
things that ¢o into this that might reduce the $500,000, but 
you haven’t considered anything more than the relative 
price of the fuel, is that right? A. You understand, sir, 
that inasmuch as we have already signed a contract for 
a three-year period, that would indicate our desire to take 
natural gas and go ahead with it. 
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A. That would indicate that possibly 70 percent of our 
requirements would be obtained with gas and 30 percent 
would be made up of coal. 


Q. Four months where you won’t need any coal. That 
is what I should have said. 


Well, at any rate, you have stockpiles, room for it, and 
they are already established there at the Black Dog plant. 

What do you normally carry in the stockpile? Do you 
know? A. I don’t know what our stockpile quantity is. 

Q. All right. A. For a stockpile, enough coal within 
a period, you might say, of 26 weeks to take us through 
the balance of the period, that is the balance of the year, 
the 26 weeks. 


Because this coal is, of course, obtained by barge, and 
there is a limited period of delivery. Hence, we would 
have to stockpile coal to cover those winter months. 
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A. J. Christiansen 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


* * * * * * * 
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Direct examination 
By Mr. McGrath: 


Q. Your full name, please? A. My name is A. J. 
Christiansen, 307 North Michigan Avenue, Chicago 1, 
Illinois. 

Q. Mr. Christiansen, what is your occupation or em- 
ployment? A. I am Secretary of Northern Illinois Coal 
Trade Association, which is an association of coal pro- 
ducers in the northern Illinois and Fulton County coal 
producing districts. I am Secretary of Middle States 
Fuels, Inc., which is a corporation engaged in the gathering 
of statistics and making market research, et cetera, for 
the coal producers in the Fulton-Peoria producing district. 

I am Assistant Secretary of Belleville Fuels, Inc., which 
is a statistical and market research organization repre- 
senting coal producers in the Belleville and Duquoin pro- 
ducing districts in Illinois. 

I am Assistant Secretary of Fifth and Ninth District 
Coal Traffic Bureau, which is an association of coal pro- 
ducers in the Belleville and Duquoin district handling 
general association matters. 

I am also Secretary of Illinois Coal Strippers Associa- 
tion, 
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which is an association of coal strippers in the State of 
Illinois representing coal producers engaged in strip min- 
ing in the entire State of Illinois. 
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Q. How long have you been in that general line of work? 
A. Since 1937. 

Q. Are the members of your several associations gen- 
erally affiliated as members with the National Coal Asso- 
ciation, interveners in this proceeding? A. They are. 

Q. Now, calling your attention to Exhibit No. 17, I will 
ask you whether or not—what was the source of the map 
which you show there? A. This is a railroad map of the 
midwestern area on which has been placed shadings show- 
ing the location of the various coal producing districts in 
Illinois, Indiana, western Kentucky and the southwest. 
Each of the groups is identified by a number reference 
which is explained in the legend. 

‘The coal producing districts in Illinois which supply coal 
for the Northern States Power Company’s plants at Black 
Dog and the Twin Cities are those identified as ‘‘6,’’ Belle- 
ville, ‘‘7,’’ Duquoin, and ‘‘8,’’ southern Illinois. 

‘Western Kentucky also supplies coal to the Northern 
States Power Company, and their group is identified as 
Group No. 14, Western Kentucky. 
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Q. Now, with respect to the map, is that a standard, 
published railroad map showing the railroads of that area? 
A. Yes, and it also shows the Mississippi River, which 
extends from Cairo north to the Twin Cities. 

Q. When you say ‘‘which extends,’’ you don’t mean the 
Mississippi River stops at Cairo? <A. No, it runs, in so 
far as movement of coal is concerned; it would be from 
Cairo north. 

Q. And who has superimposed the stippled areas shown 
on the map? A. Our office. 

Q. Were they done by you or under your supervision? 
A. Under our supervision, yes. 

_Q. Now, what is the purpose of presenting this map? 
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A. So that they may identify the coal producing districts 
in reference to further testimorry. 

Q. And if you know, can you tell whether the coal is 
hauled to any extent by railroad from the Illinois mines? 
A. Yes. All the coal originating in the Belleville-Duquoin 
or southern Illinois district moves via rail to the Missis- 
sippi River at a dock that is known as Ford Dock. 

There is also a dock at Alton, but at the present time, it 
is moving via Ford. Ford is not shown on this map, but 
it is located at Chester, Illinois, right adjacent to Chester, 
Illinois, and Chester is shown. 
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Q. Where does Chester lie? A. Chester is south of St. 
Louis. I think you will find, as you go south, you see St. 
Genevieve, Missouri, and Chester is across the river. And 
Ford Dock is just south of Chester. 

Q. Now, does that fully explain the map and its purposes 
as an exhibit? A. Yes. All of the coal moving from the 


Belleville-Duquoin and southern Illinois districts to the 
Northern States Power is moved via the Ford Dock or the 
Alton dock and would move up the Mississippi River by 
barge. 

Mr. McGrath: Now, I would like to have marked for 
identification an exhibit entitled, ‘‘Production and Days 
Worked With Average Number of Employees, Principal 
Rail Shipping Mines in the Belleville District in Illinois for 
the Years Shown.’’ 

Presiding Examiner: That one-page document is marked 
Exhibit No. 18 for identification. 


(The document above referred to was marked as Exhibit 
No. 18 for identification. ) 


By Mr. McGrath: 
Q. Mr. Christiansen, I will show you Exhibit 18 and ask 
whether or not that exhibit was prepared by you or under 
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your direction and supervision? A. It was prepared by 
me. 
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Q. And tell us what that exhibit purports to show. 
A. This exhibit shows the production and days worked for 
a series of years for the coal producing—the principal 
rail shipping mines in the Belleville District, which is the 
district that is furnishing the greatest amount of coal for 
the Northern States Power Company. It is shown princi- 
pally to show the falling off of running time and the 
number of employees since 1948. We left out 1949 because 
it was a 110-day strike in 1949. And it was not a repre- 
sentative year. 

Also, for the first six months of 1954, which shows that 
we are losing—have lost in the Belleville District, approxi- 
mately a million tons of production and we have lost the 
equivalent to 21 days of running time and the number of 
our employees has fallen off from a maximum of 1285 to 
891, or approximately 31 percent. 

Q. Now, in connection with 1954, you anticipate that the 
production for the last half of the year will be substantially 
equivalent to that produced in the first half? A. Yes. They 
are running in July and August about like they ran in 
May and June. 

Q. And if it did run in—as it completes the year 1954, 
you anticipate that the days worked will be 151 for this 
year, as compared with 172 for 1953? A. That is right. 
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'Q. And the same thing would apply to the number of 
employees for 1954 as contrasted with the previous years? 
A. That is right. 

Q. Now, why did you confine this to the present—to this 
Belleville District? A. Because that is the producing dis- 
trict that is furnishing almost all of the coal that is sup- 
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plied from Illinois to the Northern States Power Company. 

There is a small amount being supplied by the Duquoin 
District by one of the producers that also has mines in the 
Belleville District. 

Q. That fully explains the Exhibit 18? A. That is right. 

Mr. McGrath: Now, I will call your attention—first, I 
would ask that an exhibit entitled, ‘‘Statement Showing 
Production of Bituminous Coal in the Belleville-Duquoin 
Producing Districts of Illinois, 1948 through 1954,’’ be 
marked for identification. 

Presiding Examiner: That one-page document is marked 
Exhibit No. 19 for identification. 


(The document above referred to was marked as Exhibit 
No. 19 for identification.) 


By Mr. McGrath: 


Q. I will ask you whether or not that exhibit was pre- 
pared by you or under your supervision and direction? 
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A. It was prepared by me. 

Q. And will you proceed to explain the exhibit, what it 
purports to show? A. This exhibit includes the Duquoin 
District and includes all of the producing mines and all 
of their production. And the heading should read ‘‘Ship- 
ping Mines Only.’’ That was left out of the heading. 

Q. Wait, now. Let me interrupt you, there. What do 
you mean by ‘‘shipping mines’’? A. Rail shipping mines, 
I should say, only. It does not include truck mines. 

Q. Truck mines; are they relatively small as compared 
with rail shipping mines? A. They produce a big tonnage, 
but they don’t ship any of it further away from the mine 
than 50 or 60 miles. 

Q. All right, then, go forward with your explanation. 
A. This shows that the production for the Belleville and 
Duquoin producing districts in 1948 was 13,648,279 tons. 
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It dropped down in 1953 to 10,531,000 tons, and the first 
six months of 1954 was 4,231,000 tons. And we estimate 
that for the year 1954, these two producing districts will 
produce about 84% million tons, a loss of two million tons, 
compared with 1953 or 19 percent, which is a substantial 
loss of business. 

The mines are only working two and three days a week, 
and they are really hurting. 
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Q. Is that all to be said in explanation of this exhibit? 
A. That is right. 

Mr. McGrath: I will ask to have marked for identifica- 
tion an exhibit entitled ‘‘List of Larger Shipping Mines 
Closed in Illinois in 1953 and 1954 With Production For 
Last Full Year of Operation.”’ 

Presiding Examiner: That one-page document is marked 
for identification as Exhibit No. 20. 

(The document above referred to as Exhibit No. 20 was 
marked for identification.) 

Mr. McGrath: I notice that it has reached the usual 
luncheon time. 

Presiding Examiner: We will be in recess until two 
o’clock. 


(Whereupon, at 12:30 o’clock p. m., the hearing recessed, 
to reconvene at 2:00 o’clock p. m. the same day.) 


361 


AFTERNOON SESSION 


2:00 p. m. 


_ Presiding Examiner: The hearing will be in order. 
Mr. McGrath, I believe that the document comprising 
Exhibit No. 20 had been identified but not explained by 
Witness Christiansen. 
Mr. McGrath: That is my recollection. 
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Whereupon, 
A. J. Christiansen 
resumed the stand and testified further as follows: 
Direct examination (Resumed) 
By Mr. McGrath: 


Q. Referring to Exhibit No. 20, Mr. Christiansen, will 
you state whether or not that exhibit was prepared by 
you and under your direction and supervision? A. It was 
prepared by me. 

Q. Now, what does that exhibit purport to show? A. This 
exhibit shows the large shipping mines, rail shipping mines, 
that closed in Illinois in 1953 and the first six months of 
1954, and shows the production for the full—last full year 
of operation. These mines are in the southern part of the 
state, some of them in the Southern Illinois District, some 
in the Belleville District, some in the Central Illinois Dis- 


trict. The total tonnage represented there is 6,062,573 tons. 
Now, notwithstanding the closing of coal 
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companies producing more than six million tons, the other 
mines in the Belleville-Duquoin and Southern Illinois Dis- 
trict are still unable to work more than two or three days 
a week, and with reduced forces. 

Q. Now, do you have information as to why these 
mines were closed? A. They are mines that—some of 
them were old mines, and some of them were higher-cost 
mines than the companies would produce by running some 
other mine. Therefore, they closed these tonnages down 
because there was no demand for the coal. 

Q. The mines were still subject to production if there 
was a demand for the coal? A. They are not now. 

Q. I say they were? A. Yes, they were, and would have 
continued had there been a demand for coal. They are 
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closed down now. And some of the machinery has been 
already pulled, and they will be flooded and sealed off and 
are closed properties, abandoned properties. 

Q. I believe I heard you say they were closed perma- 
nently. A. That is right. 

Q. Now, what would be involved in reopening them if 
they could be reopened? 
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A. It is doubtful if they could ever reopen any of these 
mines if the demand for coal became sufficient, because 
of war or some other emergency. They would probably 
sink a new shaft—these are all deep mines—they would 
sink a new shaft or a new mine. It would be cheaper to 
do that than to try to clean up an old mine that had been 
abandoned, because when you abandon a mine, why, it 
caves in. Water gets in the mine. Machinery is generally 
pulled out before they abandon. 

They would have to sink a new mine in order to put in 
a new deep mine, depending on the depth of the coal in 
the ground. It would take anywheres from at least a 
year to build the mine. And it would take anywheres from 
a year to two years to get into full production. 

In other words, if you scheduled that you were going to 
build the mine with a million tons capacity as a maximum 
capacity, or as your anticipated capacity, you would have 
a certain development period. In other words, after you 
get down in the ground to the coal, you only have a small 
working face until you can work out to get into full pro- 
duction. 

So it takes a year, or a year and a half to get into full 
production. Anywheres from one to three years for a 
deep mine, and a strip mine can be put in operation in 
about a year after they decide to go ahead and build the 
strip mine. It takes about a year to build the large strip- 
ping shovels. 
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The shovels sell for about a million or a million and a 
quarter. You don’t just go out and buy them on the mar- 
ket. You have to have them built, and assuming that you 
could get the steel and necessary parts after they start 
building the big shovel, it takes about a year. 

In the meantime, they would be building the tipple and 
cleaning plant, and they need a cleaning plant with every 
big mine, washing, processing, sizing. 

A strip mine could get into production anywhere from a 
year to a year and a half. It would take that long, which 
is a long time in an emergency. 

Q. What about the present availability of coal reserves 
in areas where strip mines might be operated? A. The 
strip acreages in Illinois are pretty well held by the operat- 
ing companies that are now in existence, particularly any 
strip acreage that would justify a mine, of say, a million 
tons capacity. And the only way you can increase the 
strip production in Illinois would be for those companies 
to add new stripping shovels or machinery, which would 
take a year to get a new shovel. The present capacity of 
—or the present production of the strip mines in Illinois 
runs approximately 16 million tons a year. 

Q. Out of what total production? A. Out of a total of 
46 million. 

Q. Now, is the amount of land available from which the 
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overburden could be stripped to get at the coal diminish- 
ing? A. Yes, it is, very definitely. 

Q. Can you tell us what the percentage of the coal beds 
have been exposed as compared with the area still subject 
to the stripping of the overburden in order to get at the 
coal? A. I can’t give you anything in the way of acreages 
on that. There have been 60,000 acres stripped—63,000 
acres stripped up to December 31, 1953, in Illinois. And we 
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estimate that the coal companies have available about 
125,000 acres altogether. 

Q. About half of it then would be already stripped so 
far as the overburden is concerned? A. Yes, sir. 

Q. Are you familiar at all with what happens to the 
mine forces when these mines are closed down? Do they 
still remain available for work as miners or not? A. Well, 
when the mines close down, and the men are out of a 
job, they look someplace else for a job. They can’t find 
it in the mining industry today because those companies 
that still remain in operation are only working two or 
three days a week, and they are working with reduced 
forces, the actual producers. So the fellows have to look 
someplace else for another job. 

Q. Are these skilled laborers? 
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A. The deep-mine operators are strictly miners. And 


they have got to go out and find something else to do. They 
do do that. They are doing that right along. Forces are 
leaving. 

Q. Now, you are talking about the miners; are they con- 
sidered to be skilled workers or common laborers? A. No, 
they are skilled workers because most of the mines are 
mechanized today. 

Q. Do the mine workers, the actual miners, generally in 
your area, belong as members to the United Mine Workers 
of America? A. Yes. Most all of the mines in Illinois 
belong to the United Mine Workers, and there is another 
union in Dlinois called the Progressive Mine Workers. A 
few mines belong to them. 

Q. When you say ‘‘belong’’ to them, you don’t mean 
owned by them. They are members? A. They are members 
of those two unions, yes, sir. 

_ We have very, very little non-union coal production in 
Illinois. A few little truck mines. 
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Q. You spoke of an emergency requiring additional 
production of coal. 

Do you have any opinion as to how long it would take 
to get into normal production such as we had during the 
peak of World War II with these mines closed and the 
necessity of 
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opening new mines? A. We would have a pretty difficult 
time to get into a production of 74 million tons, which I 
think was the peak we had in World War II. Last year the 
production in Illinois was 46 million. And this year it will 
probably be about, maybe, 42 million tons. The men will 
have moved away. There will be a manpower problem. 
The mines could increase their production by increasing 
the days worked. 

In 1954 we will probably work around 150 days. And 
actually, you could work 280 days. So they could increase 
the production to some extent, assuming that they got the 
machinery and the manpower to do so. 

Mr. Wolf: Could I ask a question for clarification at 
this point? 

Presiding Examiner: Yes. 

Mr. Wolf: You used the figure 74 million tons, Mr. 
Christiansen. Was that the production from Belleville- 
Duquoin area or what area? 

The Witness: The state as a whole, including all mines. 

Mr. Wolf: All right; thank you. 


By Mr. McGrath: 


Q. No further comment to be made on Exhibit 20, then, I 
take it, is that right? A. That is right. 
Q. Do you have a currently accepted estimate of the 
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recoverable reserves of bituminous coal in Illinois? A. Yes, 
sir, I do. 
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Q. What is the source of that? A. The Bureau of Mines 
of the United States. 

Q. And what is the presently estimated recoverable coal 
reserve, bituminous coal reserves, in Illinois? A. As of 
January 1, 1950, which I believe is the last—at least it 
is the last I have—the recoverable reserves based on 50 
percent recoverable, was 82,820,503,000 tons. The reserves 
are 165,641,006,000 tons. 

Now, coal mining began in Illinois, which is almost 100 
years ago, there has been produced 6,000,263,994 tons up 
to January 1, 1950. 

In other words, it is estimated that the coal reserves in 
Illinois, based on a 50 percent recovery, and based on 1953 
production, would last 1804 years, and they would get a 
greater recovery than the 50 percent. It would, of course, 
be that much greater. 

Mr. McGrath: You may cross-examine. 


Presiding Examiner: Any cross-examination by staff 
counsel? 
Mr. Blackmon: I have a few questions. 


Cross-examination 
By Mr. Blackmon: 
-Q. I would like to call your attention to Exhibit 17, 
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and in particular the area covered by the shaded section 
indicated by No. 14. Would you tell us just how the coal 
gets from that area up to the Black Dog plant? A. There 
is another witness following me who is going to testify on 
western Kentucky and I think he is going to tell you. 

Mr. McGrath: You can tell them how the Illinois coal 
gets there. 
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By Mr. Blackmon: 


Q. From the area 6 and 7? A. It goes by the Missouri 
Pacific Railroad or other railroads over to Ford, which is 
located right near Chester, by rail, and then up the Mis- 
sissippi River by barge. 

Q. By barge? A. That is right. 

Q. Can you tell us how those barges are propelled, what 
fuel is used to propel those barges? A. They are diesel- 
operated, most of them, I believe. 

The barges are not propelled; they are pushed. 

Q. The fuel used is not coal? A. Generally speaking, it 
is diesel fuel. 

Q. I call your attention to Exhibit No. 18. The declines 
in production there, as I understand, cover the years 1948 
through 1954, excluding 1949? A. That is correct. 
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Q. During that period, there was no conversion of the 
Black Dog plant from coal to gas, is that correct? A. Wasn’t 
even in existence most of the year. 

Q. So the conversion of Black Dog from coal to gas 
would have nothing to do with the decline indicated on this 
exhibit? A. No, sir, it is not burning gas today, so it 
couldn’t. 


Q. That would also be true of Exhibit 19? A. That is 
right. 

Q. Relative to Exhibit 20, the mines indicated on that 
exhibit, were they closed, any of those mines, due to the 
lack of Black Dog plant taking coal? A. No. Just the 
coal market in general. Gas is responsible for a lot of it. 


Mr. Blackmon: That is all I have. 


Presiding Examiner: Do you have any cross-examina- 
tion of this witness, Mr. Wolf? 


Mr. Wolf: Only one or two questions, Mr. Examiner. 
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By Mr. Wolf: 


Q. Mr. Christiansen, answering a question from Mr. 
MeGrath, did you mean to imply that the production of 
74 million tons from the Illinois mines during any one of 
the particular years of the last world war was normal 
production? A. No, that wouldn’t be normal production. 
That would be a war year production. The peak production 
in Illinois 
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in any one year was 1918, when we produced 89,291,000 
tons. 

I believe I said 74 million. Actually, I should have said 
76 million. In 1944 the production in Illinois was 76,792,000 
tons. It dropped down in 1945 to 73,000,000. In ’46 to 63 
million; went up in 1947 to 67 million; in ’48 to 65 million; 
49 was a strike year, dropped to 47 million. 

In 1950 it was 56 million. In 1951 it was 54 million, and 
in 1952 it was 45 million 600 thousand. In 1953 it was 46 
million. 

Q. During the course of your duties with these various 
organizations of which you are an official, you described in 
the course of giving your qualifications, do you have occa- 
sion to know facts with regard to the amount of purchases 
of coal by individual customers? A. To some extent, yes. 

Q. Are you able to tell us from what knowledge you 
have as to whether Northern States Power Company over 
recent years has increased or decreased or held fairly 
steady with respect to the amounts or volumes of coal 
that they are obtaining from the Belleview-Duquoin and 
Southern Illinois area? If you know? A. I am sorry, I 
didn’t bring figures. I have them all in my office. I can’t 
give you the exact figures today. 

Q. As a matter of fact, data on that subject as respects 
individual customers is actually available in certain publi- 
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cations of the National Coal Association’s Department of 
Coal 
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Economics, are they not? I am thinking particularly of 
their publication, ‘‘Steam Electric Plant Fuel Consump- 
tion and Cost.’’ A. Yes. I think there are some figures 
there. It doesn’t break it down as to individual producing 
districts, but it does say how much an electrical power plant 
does consume in a year. 

Q. Do you have, without having the specific figures in 
front of you, do you have any recollection at all as to what 
the fact is as to Northern States Power purchases from 
this particular area that we have been talking about? A. I 
believe last year it ran over 300,000 tons from this particu- 
lar area. ) 

Q. And it is not represented—as a matter of fact, it is 
a fact, is it not, so far as you know, that their purchases 


have held fairly steady over the last several years? A. That 
is right. 

Mr. Wolf: That is all, Mr. Examiner. 

Presiding Examiner: Any redirect? 

Mr. McGrath: This isn’t strictly redirect, but it is a 
point I hadn’t covered before. 


Redirect examination 
By Mr. McGrath: 


Q. When coal mines close down in a given area, does it 
in any way affect the competitive situation as between the 
mines in that area and the mines in adjacent areas? 
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A. Well, yes, it would affect the competitive situation. 
Q. It throws more coal on the market, which becomes 
more competitive as the idle production increases? A. Well, 
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as a mine closes, it takes certain tonnages out of the market 
and makes it a little better for those that still remain in 
the production of coal. 


Q. I am thinking, now—what is the general sales area 
of the Illinois mines? A. Illinois, Wisconsin, some Indiana, 
Iowa, Missouri, a little Nebraska, and some South Dakota, 
North Dakota, Minnesota. That is the general market for 
our coal. 


Q. That same market is served by coal produced in In- 
diana, Michigan, west Kentucky? A. Indiana or west 
Kentucky or the southwest. 


Q. And as there are less sales to be had, is it a fact that 
competition between the several mines becomes that much 
more keen? A. Oh, yes. As there is less consumption, the 
competition becomes more keen. 


Q. What effect does that have on efforts to get rail rate 
reductions in order to compete as between the various 
producing districts? A. Well, there is considerable action 
going on at all times trying to get freight rate reductions 
to either improve the position of one coal operator against 
another coal operator 
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or coal producing district, and also as between the coal and 
other fuels. There has been substantial reduction made 
in the rates from Illinois mines via the barge lines and via 
the railroads on coal moving to the Black Dog area and 
also from the southwestern mines to the Black Dog area 
during this summer. 


An effort to reduce the cost of coal to the consumer to 
try to meet natural gas. 
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Lloyd L. Oman 


Redirect examination 
By Mr. Wolf: 


ae * & * * * * * * 


The Witness: My understanding of the request was this: 
To estimate the savings that might be realized if natural 
gas were burned during the year of 1953 at Black Dog. 
Assuming, of course, a 30 percent curtailment, based on 
the average price of coal that was experienced during the 
year 1953, and based on a natural gas rate which we as- 
sumed this morning. 

I have estimated that savings in cost of fuel will be 
approximately $217,000, plus whatever coal and ash hand- 
ling cost within the plant which are not included as coal 
handling in the figure of 31.97 cents, the average cost of 
fuel for the year 1953. 
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Now, that estimate was arrived at as follows: The total 
number of tons of coal burned at Black Dog, as shown in 
our report to the Federal Power Commission—it is on 
page 93 (a) of the report for the Northern States Power 
Company of Minnesota—to be 184,137 tons. 

Assuming a 30 percent curtailment, the estimated amount 
to be replaced by gas would be 70 percent of 184,137, or 
129,000 tons. 

The report indicates average heat content of 11,172 Btu 
per pound. Applying that unit value to the 129,000 tons 
results in an estimated mega Btu for coal input of 2,880,000. 
The estimated gas input, in turn, would be, as we have 
estimated—and for the purpose of this calculation only— 
as 2,880,000, divided by .985, or 2,920,000 mega Btu. 

It is assumed that the monthly consumption at any 
time during the year would not exceed 600,000 Mef. There- 
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fore, it was assumed that the cost of gas would be 24.1 cents 
per Mcf. The total cost of coal which would be replaced is 
then 2,880,000 Mega Btu times the 31.97 cents, or $920,000. 

The total cost of gas is 2,920,000 Mcf at 24.1 cents, or 
approximately $703,000. The difference between those 
figures is $217,000. 


* * * * * * * * * * 
W. L. Pedigo 


was called as a witness and, after being first duly sworn, 
was examined and testified as follows: 


Direct examination 
By Mr. McGrath: 


Q. Will you give your full name and address to the re- 
porter for the record? A. My name is W. L. Pedigo. 

Q. Where do you reside? A. My office is 811 Republic 
Building, Louisville, Kentucky. 

Q. What is your present business or occupation? <A. I 
am Director of Traffic of the Kentucky Coal Agency, whose 
principal offices are at Madisonville, Kentucky. 

Q. And how long have you held that position? A. For 
a little over six years. 

Q. What was your occupation prior to that time? A. 
Prior to that time, I was employed by the Louisville and 
Nashville Railroad for thirty years, the last twenty-five 
years of which I was in the Coal Traffic Department of the 
L and N. 

During that period of twenty-five years in the Coal Traf- 
fic Department, I was in charge of the various rate adjust- 
ments, investigations around the coal fields, connected 
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with car ratings, daily car ratings, the extension of lines 
into new mines, promotional work, cases before the various 
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commission, purchased some fuel coal. In fact, I did a 
little bit of everything. 

Q. All having to do with coal? A. All having to do with 
coal, 

Q. What are the duties generally of your present posi- 
tion? A. Well, the Kentucky Coal Agency is a marketing 
agency, formed to assist its members in the mutual prob- 
lems of production, distribution, and so on. It assembles 
statistical information, market information, which is dis- 
tributed to the members. 

The Traffic Department, of course, watches the competi- 
tive situation, tries to keep the freight rates from West- 
ern Kentucky properly lined up with the other fields that 
compete in common markets. I believe that about covers 
it. 

Mr. McGrath: Mr. Examiner, I would like to have 
marked for identification what appears to be a map. And 
in the left hand corner it is described as a sketch map 


showing relative locations of river ports in the Western 
Kentucky coal field. 

Presiding Examiner: That will be marked Exhibit Num- 
ber 21 for identification. 


(The document referred to was marked as Exhibit No. 21 
for identification. ) 


382 
By Mr. McGrath: 


Q. Mr. Pedigo, I will ask you whether or not this Ex- 
hibit Number 21 was prepared by you or under your di- 
rection and supervision. A. I prepared this myself, yes, 
sir. 

Q. And I notice at the lower right hand corner that 
there is an area shaded in green. What does that repre- 
sent? A. The shaded green portion of this map represents 
the location of the Western Kentucky Coal Field. 
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Q. And those fields are adjacent to the Ohio River? A. 
Yes, sir. 

Q. And the Tennessee River? <A. Yes, sir. The West- 
ern Kentucky coal field is adjacent to the Ohio River, and 
near the Tennessee River and the Green River goes right 
through our field. 

Q. Now, is coal shipped out of the Kentucky field usually 
handled by rail or water, or a combination of both? A. 
The coal moving out of the Western Kentucky coal field 
by and large moves all rail to destination and by rail and 
river to destination. 

Q. Coal going up to Minneapolis and St. Paul and to the 
Black Dog Lake plant in particular, which name is type- 
written on the upper left hand corner; how does that move 
to destination? A. The coal moving to the Black Dog or 
other Northern 
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States Power Company plants in that vicinity from mines 
located on the Louisville and Nashville Railroad—and I 
should say at this point that the mines in Western Ken- 
tucky are located on the Louisville and Nashville Railroad 
and the Illinois Central Railroad—the mines that ship via 
the L and N to the territory under discussion would move 
via the L and N up to Alton, Illinois and by barge north 
of Alton. The mines on the Illinois Central would ship by 
Tilinois Central either to Grand Rivers, Kentucky or Alton, 
Illinois, and by barge beyond. 

Now, Grand Rivers is on the Tennessee River; and that 
would move out into the Ohio at Paducah and into the Mis- 
sissippi at Cairo. 

Q. What was the approximate haul between the Western 
Kentucky Coal mining area and St. Paul? Do you know? 
A. No, sir, I do not. I have those figures if you would 
like to have them, I think. 

Q. Yes. Give them tome. A. The distance from Grand 
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Rivers, Kentucky on the Tennessee River to Minneapolis 
is 924 miles by river. 

Q. That would make it about 910 miles to St. Paul? A. 
Just about, yes, sir. 

Q. Don’t emphasize Minneapolis too much, because St. 
Paul is my home town. A. The only reason I did that is 
because I only have 
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the distance to Minneapolis. I do not have them to the 
other three points. 

Q. Do you have the distances from Alton and Ford? A. 
Yes, sir. That is to Minneapolis. 

Q. That is all right. It is unavoidable, I guess. A. The 
distance from Alton to Minneapolis is 650 miles and from 
Ford is 744 miles. 

Mr. Wolf: Could I ask a question for clarification at this 
point, Mr. Examiner? 

Presiding Examiner: Yes. 

Mr. Wolf: Don’t you think that St. Paul is a better town 
than Minneapolis? 

Mr. McGrath: I object to that. I don’t know what the 
answer would be. And I have not coached my witness. 

The Witness: I am going to fall back on the Fifth 
Amendment. 

Presiding Examiner: Objection sustained. 


By Mr. McGrath: 


Q. Is there anything further about this map that you 
think would shed any light on this matter that we are hav- 
ing under consideration? A. No, sir. Other than to say, 
or point out, of course that this is a sketch map and it is 
not on any scale. And it will simply show the relative loca- 
tions of these river points with the Black Dog, St. Paul, 
and so forth, and the Western 
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Kentucky Field. 

Q. All right. 

Mr. McGrath: I would like to have marked for identifica- 
tion an exhibit which bears years and certain lines, the first 
of which is entitled ‘‘ Production Western Kentucky.’’ And 
it purports to show that production, average number of 
men employed, and the number of days worked in Western 
Kentucky and the United States. 

Presiding Examiner: That one-page document is marked 
Exhibit Number 22 for identification. 


(The document referred to was marked as Exhibit No. 22 
for identification.) 


By Mr. McGrath: 


Q. Mr. Pedigo, may I ask you whether Exhibit Number 
22 was prepared by you or under your supervision? A. I 
prepared this exhibit. 

Q. Will you go ahead and explain it. 

First, let me ask you this: I notice for the year 1953 
that you have not shown the average number of men em- 
ployed in mining coal in Western Kentucky. 

Can that figure be supplied for the record? A. Yes, sir. 
I wanted to supply that, and I have one other thing too. 

You will note that on 1953 I have a star which means as 
explained below that it is estimated. 
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Now, all of these figures that I have on this page up to 
that point have been taken from the Bureau of Mines’ 
minerals books. They have not issued the 1953. So, I used 
their estimated figures for 1953. However, just before I 
left my office, I obtained the 1953 annual report of the Ken- 
tucky Department of Mines and Minerals. And I would 
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like to amend that 1953, if I may, and show what the Ken- 
tucky Department of Mines shows for that year. 

Q. I think you may do that. A. They show that the total 
production in Western Kentucky for 1953 was 21,203,627. 
And the average number of men employed in mining coal, 
7,111, which figure will be added. There is no figure in 
that space now. 

Q. What about the number of days worked. Would there 
be any change in that? A. No, sir. The Department of 
Mines does not compile the number of days worked. 

Q. It would appear from the Department of Mines of 
Kentucky report that the production was higher in 1953 
than in 1952. 

What is the explanation of that? A. The explanation 
for that is that the United States Bureau of Mines and 
the Minerals Yearbooks do not take into account mines 
producing less than one thousand tons. The Bureau of 
Mines does not take into account mines producing . 
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less than one thousand tons. 

Q. One thousand tons over what period? A. Per year. 

Q. Now, the Kentucky Department of Mines includes 
every mine that produced any amount of coal—65 tons or 
a hundred tons, or whatever it might have been—at the 
small truck mines, so that will account for that difference 
in that figure. 

Are the productive figures shown on Exhibit Number 
22 for the years 1937 to and inclusive of 1952 indicative of 
what was produced at rail mines as distinguished from 
truck mines? <A. No, sir. That is produced at all mines 
producing more than a thousand tons a year. 

Q. Now, relatively what is the proportion of the total 
production that the coal produced in small truck mines 
bears to the total? Do you have any idea? A. I have an- 
other exhibit showing the truck production, which indicates 
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that there is—well, the amount varies—in 1952, for in- 
stance, the production at truck mines was 1,938,000 tons. 
And the total production shown on this exhibit Number 22 
for 1952 is 21,181,000. That is about 9 percent. 

Q. Using that latter figure for truck mines, there would 
be some duplication of figures in the figure of 
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1,836,085 and 21,181,684? A. Yes, sir, that is true. 

Q. Well, you have given us the general overall situation 
there, have you not? A. Yes, sir. 

Q. So far as production is concerned? A. So far as 
production is concerned, yes, sir. The exhibit also shows 
the average number of men employed. It shows that that 
is declining in recent years. And also the number of days 
worked. It is certainly not good. In 1953, 168 days is cer- 
tainly a long way from being good. 

Q. If you would compare that with the United—for in- 
stance, the United States, as a whole, for 1944, there were 
278 days worked; and that would be available for Kentucky 
mines, would it, if the market for Kentucky coal— A. Yes, 
sir, that is correct. We could work 280 days, and I would 
like to say this: that if the market had been available, we 
could have worked 280 days. Now, if we had been able to 
work the 280 days in 1952, our production in that year 
would have been 31,717,000 tons, or about 10% million tons 
greater than it was. 

Using the 1953 average production per day, and based 
on 280 days in 1953, we could have produced 35,339,000 
tons instead of the 21,203,000 tons. 

Q. Well, the production then could be increased quite 
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readily, could it? Oris there a lack of manpower? A. No, 
sir. There is manpower available. There is plenty of 
manpower available in Western Kentucky, especially these 
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mining counties, because the mines have had to cut down 
so much. There would not be any problem in that way at 
all. 

Q. What proportion roughly of the mines operated in 
Kentucky are strip mines as distinguished from deep 
mines, shaft mines? A. From a tonnage production stand- 
point, I would say that it is about 50-50—about 50 percent 
deep mines and about 50 percent strip mines. 

Q. Does that exhibit warrant any further comment? A. 
No, sir. I believe that completes it. 

Mr. McGrath: I now have an exhibit that I would like 
to have marked for identification entitled ‘‘Statement 
Showing Production of Bituminous Coal.’’ 

Presiding Examiner: That one-page document will be 
marked Exhibit Number 23 for identification. 


(The document referred to was marked as Exhibit No. 
23 for identification.) 


By Mr. McGrath: . 


Q. Mr. Pedigo, showing you Exhibit Number 23 for iden- 
tification, I will ask you whether that exhibit was prepared 
by you or under your direction and supervision? 
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A. Yes, sir. I prepared that exhibit. 

Q. Will you go ahead and explain it? A. This shows 
the production of bituminous coal taken from the United 
States Bureau of Mines. It shows the production in West- 
ern Kentucky, Dlinois, and the United States for the years 
1951 down to date. The 1953 figure is estimated. And I 
have added onto that the January 1 through August 14, 
1954 versus 1953 figure. This shows that Western Ken- 
tucky has had a small loss in that period of 1954 against 
1953; that Illinois has had a three billion ton loss, while 
the United States as a whole has had a loss of fifty-one 
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million eight hundred thousand tons, showing the general 
trend in the coal industry. 

Q. When you say ‘‘loss’’ you mean loss in coal produc- 
tion? A. Loss in coal production, yes, sir. I do not be- 
lieve there is any further comment that needs to be made 
on that particular exhibit. 

Q. Well, since 1950, the trend in coal production has 
been downward in West Kentucky, but more precipitately 
in Illinois and in the country as a whole, it has continuously 
declined? A. Yes, sir, that is true. If the trend started 
this year in Western Kentucky continues, our production 
will be in the neighborhood of 19 million tons, which will be 
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5,000,000 tons under the 1950 figure. 

Since 1950, the trend has been downward in all coal pro- 
duction. 

Q. All right. 

Mr. McGrath: I would like to have marked for identifi- 
eation this exhibit headed ‘‘Statement Showing Coal 
Loaded at Truck Mines in Western Kentucky.’’ 

Presiding Examiner: That will be marked as Exhibit 
Number 24 for identification. 

(The document referred to was marked as Exhibit No. 
24 for identification.) 


By Mr. McGrath: 


-Q. Showing you Exhibit Number 24, I will ask you 
whether or not that exhibit was prepared by you or under 
your direction? A. Yes, sir, it was. 

Q. And I notice for 1953 you say the figures are not 
available? A. I would like to correct that. 1953 is not 
available because I have stated that the State Department 
of Mines and Minerals is the authority. 

And it shows the loading at truck mines in 1953 was 
2,410,275 tons. 
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Now, I would like to say that this truck mines designation 
means loaded at mines that are not served by the railroads. 
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Q. And again there seems to be an increase in 1953 over 
1952. A. Yes, sir, that is correct. 

Q. What do you attribute that to? A. I think that that 
could be attributed—although I have made no particular 
study of it—but I would say that that is due to the in- 
creased movement of the truck coal by river. For instance, 
there is a mine in Davies County that produces around 
450,000 to 475,000 tons of coal per year. It is not located 
on a railroad, and his coal is all trucked, and a large part 
of it is trucked to the river at Owensboro, Kentucky and 
has barge movement beyond that point. 

There are some other mines similarly situated. I think 
that is probably what accounts for that. 

Q. What is the competitive situation between truck- 
mined coal and rail-hauled coal to markets that would be 
available to both? A. It is tough competition. 

Q. In other words, the trucker can get coal to his markets 
cheaper than the rail man? A. Much cheaper than the 
rail man can, yes, sir. 

Q. As railroad freight rates go up, generally does it 
appear to increase the tonnage supplied by the truck mines? 
A. Yes, sir. And by river too, of course. 


393 


Q. Can you tell us whether or not the men working in 
the mines generally—that is, mining the coal—both in the 
rail-connected mines and in the truck mines are members 
of the United Mine Workers of America? A. Yes, sir. We 
have in Western Kentucky the United Mine Workers or- 
ganization and the majority of the miners in Western Ken- 
tucky are members of that organization. 
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Q. Now, is there anything further to be said in explana- 
tion of Exhibit Number 24? A. No, sir, I believe not. 

Mr. McGrath: I would like to have marked for identifica- 
tion an exhibit entitled ‘‘Statement Showing the Percent- 
age of Rated Capacity Operated by Rail Lines in Western 
Kentucky.”’ 

Presiding Examiner: That one-page document will be 
marked Exhibit Number 25 for identification. 


(The document referred to was marked as Exhibit No. 
25 for identification.) 
By Mr. McGrath: 


Q. Mr. Pedigo, was Exhibit Number 25 prepared by you 
or under your direction and supervision? A. Yes, sir, it 


was. 

Q. I notice that the first column of figures is headed 
“Daily Rating (Cars).’’ Will you explain what that 
means? A. Yes, sir. The daily rating of a mine is deter- 


mined by the railroads serving that mine, and it has refer- 
ence 
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to their ability to produce in that day the number of cars 
that they have agreed upon with the railroad. 

For example, a man has a mine, and he says that he can 
produce a hundred cars a day—I am speaking now after 
the development period and he gets into real production— 
he says that he can produce a hundred cars a day. The 
railroads will temporarily give him a hundred cars a day. 
And if he loads them and continues to load them for a 
short period of time, then they will assign him a rating of 
a hundred cars a day. 

But if, during that period, he is only able to load 80 ears 
a day, then the railroad will make his rating 80 cars a day 
instead of a hundred. If he displays with his hundred-car 
rating that he can load more than that in one day, then they 
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will increase it to a hundred and 10, a hundred and fifteen, 
or a hundred and twenty. 

But it has nothing to do, of course, with a monthly capac- 
ity; but simply is his ability to load that number of cars 
in one day. 

So, in August of 1954, our mines had a rating of 2,385 
cars per day, which means they had the ability to load that 
many cars in one day. 

Q. The movement from the mines in that day, if there 
was a market for it; is that right? A. Yes, sir. If there 
was a market for it. 
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Now, they will load that coal—we will go back to the 
mine with a hundred cars a day—we will say he starts out 
on Monday morning and on Friday or Saturday he has 
ordered from the railroads a hundred cars for his Monday 
loading, well, they put them in. Now, when he starts his 
day’s work, he completes a full day; what I mean by that 
is that he may have an order for that Monday morning for 
fifty cars to be shipped immediately. But when he operates, 
he is going to produce a hundred cars. 

Well, he will run that day, and he will load his hundred 
ears of coal. And he will bill the fifty out. And he will 
hold the other fifty on his track as ‘‘no bills’’ which I will 
get to on another exhibit. 

But he will load his hundred ears in that day. But it 
does not necessarily mean that he will bill them all out, 
because he may not have a market for the whole day’s 
loading. That is why I emphasized that this daily rating 
is based on his ability to produce that much coal in one 
day. 

Now, this statement that I have submitted here as Ex- 
hibit Number 25 I have figured for the period shown the 
daily rating of the mines and the number of working days 
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in that month and multiplied them together to obtain the 
monthly capacity. 

In other words, with 2385 daily rating, with 22 days to 
work—I am speaking of August of 1954—the capacity of 


396 


our mines was 52,470. 

Q. Let me ask you a question before you go beyond that: 

This 20 days represents the actual number of days 
worked on the average in that month? Or does it represent 
the availability of work days, taking into consideration 
Sundays, holidays and vacations? A. I should say that 
this is based strictly on a 5-day week. For instance, we 
count from Monday through Friday as the working days 
unless there is a holiday intervening. But it is based on 
a 5-day week. 

Q. That assumes, then, that if your mines work five days 
a week, they would have been working 22 days in the month 
of August, 1954. It has no relation to what they actually 
did? A. That is right. 

Q. This exhibit relates to capacity rather than actual 
performance? A. That is right. 

Now, the number of cars billed, as shown in the next 
column, and then in the last column is the percentage of 
rated capacity represented by the cars billed. For instance, 
the total capacity, January through August of 1954, is 
397,294 cars. We actually billed 191,765 cars. And that 
is 48.26 percent of the rated capacity. 
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' Q. In other words, in 1954 those first eight months, you 
only operated to 48 percent of the total available capacity 
for the production and shipment of coal? A. That is cor- 
rect, yes, sir. 

Q. Now, does the exhibit require any further explana- 
tion? A. Well, I just want to point out one thing: that 
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that percentage of the rated capacity which we have been 
able to operate has declined each year from 1950—that is, 
1950 and 1952, 1953 and down again to 1954. 

Now, I might say that I did not leave 1951 off, because . 
it showed an increase. The 1951 percentage was a little bit 
under the 1950. It was about fifty-eight point something. 
I did not intend at first to put 1950 on there. I showed 
these last three years. Then I saw I had room; so I put 
1950 on there. There was no point in leaving 1951 off. 

Q. In other words, you are just showing the recent 
declining trend of production in Kentucky? A. Yes, sir. 

Mr. McGrath: I would like to have marked for identifi- 
cation an exhibit entitled ‘‘Statement Showing Reserves of 
Unmined Coal in Western Kentucky.’’ 

Presiding Examiner: That one-page document will be 
marked Exhibit Number 26 for identification. 


(The document referred to was marked as Exhibit No. 
26 for identification.) 


398 
By Mr. McGrath: 


Q. I will ask you whether or not you prepared or had 
prepared under your direction and supervision Exhibit 
Number 26? A. Yes, sir. I prepared this exhibit by tak- 
ing this information from the report of the Chief Engineers 
of the United States Army to the Bureau of Mines dated 
May, 1949. 

That report showed the recoverable coal of the number 9 
and number 11 seams only. The reserves of the other 
seams we have in the field was not given; so, I have con- 
fined my report to those two seams. I might say that I 
have been unable to uncover any estimated reserves on 
the other seams. 

Q. Are they relatively small seams— A. No, sir, they 
are substantial seams. The number 6, 12 and 14 are sub- 
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stantial now. There are some that are not substantial, but 
I have not mentioned them on this report. 

Q. Are these other seams you speak of being presently 
mined? A. In a small way by some truck mines. No rail 
mines. 

Q. This Exhibit shows that of our two principal seams 
based on a 60 percent recovery we have available 30,943,- 
000,000 tons of coal. Have you made any calculations as 
to what the ratio of current production would be to the 
reserves indicated here as indicative of the present life? 
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A. No, sir. I have not made that calculation. But I can 
say this: that from the earliest records through 1951, the 
entire State of Kentucky—now, I can’t separate Western 
Kentucky from Eastern Kentucky on that—but the entire 
State has produced 2,109,241,000 tons. 

Now, the maximum production in Western Kentucky 
was in 1950, and it was roughly 24 million tons. So, in 
order to obtain the length of time that this 13,000,000,000 
tons would last Western Kentucky, we have only to divide 
the 24,000,000 tons which was the peak year into the 
13,943,000,000, which would give us something like 550 or 
600 years. 

Q. The 1950 figure of 24,000-plus is found on Exhibit 
Number 23? A. Yes, sir, that is correct. 

Q. Is there anything further to be said about Exhibit 
Number 26? A. No, sir, I think not. 

Mr. McGrath: I would like to have marked for identifica- 
tion an exhibit entitled ‘‘Statement Showing Average 
Number of Cars of Unbilled Coal in Western Kentucky for 
Year 1954.’ 

Presiding Examiner: That one-page document is marked 
for identification as Exhibit Number 27. 


(The document referred to was marked as Exhibit No. 
27 for identification. ) 
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By Mr. McGrath: 


Q. I will ask you whether or not Exhibit Number 27 
was prepared by you or under your direction or super- 
vision? A. It was, yes, sir. 

Q. Will you go ahead and explain the purpose of that 
exhibit? A. The purpose of this exhibit is to show that 
we have had all of this year a surplus of coal already loaded 
in cars and waiting every day. 

Now, as I explained a moment ago, a mine cannot work 
half a day and get away with it for the reason that their 
costs are so great that a mine must work its full day. And 
he will—going back to my hundred car day man—he will 
have a hundred-car day mine; and he will have a sale for 
fifty cars that day. Well, he will operate his mine and 
produce the hundred cars. He will immediately bill out 
the fifty cars. 

Now, the fifty cars that are left will be held on his track 
as unbilled coal and termed generally by the railroads and 
the industry—they are referred to as ‘‘no bills.’’? They 
are actually coals with no billing for it, or unbilled loads. 

Now, a mine cannot keep accumulating those unbilled 
ears, because when this mine with a hundred car rating, 
when he builds up and has a hundred of these unbilled 
ears on his 
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track, then the railroads do not give him any more cars 
until he clears his track. 

Well, that is why these unbilled loads interfere with 
the operation of a mine and why a mine just almost has to 
keep its coal moving as they mine it, if it is going to stay 
in operation. 

Now, this exhibit shows the average number of ‘‘no 
bills’’ on hand each day at these mines, each day during the 
week shown. 
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Now, the way I arrived at these figures: I took the total 
of the unbilled loads for each week and divided by 5 in the 
first instance to represent a 5-day work week, and in the 
second instance by 6 to represent a 6-day week, with the 
result as shown on the bottom of the exhibit called ‘‘Re- 
eap.’’? And on the 5-day week, there were 1,228 unbilled 
loads on the track each day. That is an average of one 
thousand two hundred twenty-eight cars each day during 
this thirty-five week period. 

Now, if we use the 6-day week, that daily average is 
1,024 cars of unbilled coal per day. 

Q. Let me ask you this: is it the practice, and is it 
considered feasible to store coal above ground on the 
surface in the Western Kentucky area? <A. No, sir, it is 
not. 

Q. Deep mines are in terrain where it is not possible to 
do that? 
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A. Well, the economies come into play on that. They just 
simply cannot afford to do it. The competition is too keen 
these days. And there would be a tremendous expense 
involved in piling the coal on the ground and then reload- 
ing it. It would require a lot of additional facilities. 

Q. So that the coal then is loaded at the tipple directly 
into the coal cars? A. That is correct. 

Q. And if a man cannot meet his daily car rating, he 
does not get any cars or he does not have the trackage 
upon which to load cars—that is, if his cars are all filled 
up and therefore he must shut his mine down? A. That 
is correct. 

Q. There is one peculiar situation that perhaps needs 
some explanation. I notice that the week of June 16 shows 
that there was almost a doubling of the amount of unbilled 
ears. Is that so unusual a thing there? A. Yes, sir. That 
is done in preparation for the miners’ holiday, which is 
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usually taken at the end of June and the first of July. The 
mine has certain commitments that they want to keep run- 
ning on those particular days, and they load that coal ahead 
of time and accumulate on the tracks so that they can bill 
it out on schedule, so may cars a day or every two days 
or whatever their requirements are. 

Q. This Miners’ Holiday is usually how long in duration? 


403 
A. Ten days. 


Q. And that is a recurring annual event under the con- 
tract with the mine workers? A. Yes, sir. 

Q. Now, what would be the explanation of the load 
figure of the week of July 10th? A. I think that would 
come about by reason of the fact that the no bills that 
have been billed up were for the purpose principally of 
taking care of their commitments; and they have not 
gotten into full swing after the holiday there, and their 
‘no bills’? reached a low point at that particular time. 

Q. Well, July 10 would be about the date of the resump- 
tion of mining work? A. That is correct, yes, sir. 

Q. And necessarily the cars that had been loaded would 
have been shipped out to a greater degree than in any 
normal week? <A. That is correct, yes, sir. 

Q. Now, does that Exhibit require any further explana- 
tion? A. I think not, sir. 

Q. I don’t know whether I asked you or not, but are 
the mine workers in your area generally members of the 
United Mine Workers of America? 
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A. Yes, sir. That is, the majority of them are. We do 
have some non-union mines. 

Q. Now, what about the operators? Are they generally 
members of the National Coal Association? A. Yes, sir, 
they are. 

Mr. Wolf: May I ask a question for clarification there? 
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Presiding Examiner: Yes, sir. 

Mr. Wolf: Does that include operators of truck mines? 
Are they generally members of the National Coal Asso- 
ciation? 

The Witness: I cannot answer that, Mr. Wolf. I am 
speaking for the rail operators that are members of our 
organization. 


By Mr. McGrath: 


Q. You do not number truck mine operators in your or- 
ganization? A. No, sir. 

Q. Do you know how much coal—or have you given us 
the figure of the amount of coal that has been produced in 
Kentucky in relation to the reserves? A. Yes, sir, I gave 
that. 

Q. I believe you did give us that. 

Now, have there been any mines closed in Kentucky in 
recent years? A. Yes, sir. I know of three mines that 
have been closed recently. 
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Q. Is that because of the market or some other reason? 
A. One of them was closed because it was not completely 
worked out but they had reached the point where it was 
becoming of a rather high cost to bring the coal out; they 
had progressed so far back underground that they aban- 
doned that operation of it. 

Of the other two, they were simply closed down because 
they were just having so much difficulty in moving their 
coal; they could not find a market for it; and they just 
said ‘‘To heck with it’’ and closed up and went home. 

Q. Has the recent somewhat accentuated closing of coal 
mines had any effect on the competitive situation through 
the sale of coal between different districts? A. Well, the 
thing that has affected the competitive condition more than 
anything else has been the loss of markets. With the mar- 
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kets disappearing so rapidly, the competition has become 
very keen. 

One would naturally think that if mines would close that 
that would give other mines more running time or better 
production records. But it just does not work out that 
way. 

Q. In your position, have you been in touch with any 
program or effort to obtain reductions in freight rates in 
order to preserve or improve the competitive condition of 
Kentucky coal markets as compared with the other fuels? 
A. Yes, sir. 
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Q. What is the history of that? A. We are in a con- 
stant effort. We have recently obtained several reduc- 
tions to help the coal operators meet competition of other 
fuels. We are now working on the carriers to further re- 
duce our rates to Alton, Illinois and Grand Rivers on the 
business to move by barge beyond. We are currently in 
very strong negotiations for lower rates to Owensboro 
with barge movement beyond. It is just a constant strug- 
gle to get these rates down. 

Q. Would that apply to barge lines as well as rail car- 
riers? A. Yes, sir. I have been in negotiations with barge 
lines going up the Mississippi River not only to the North- 
ern States Power plants but to others along the river. 

Q. Mr. Pedigo, you were in your present position—or 
at least in a position closely related to the coal industry— 
during World War II, were you not? A. Yes, sir. 

Q. Was it found to be possible then to stockpile coal like 
the government has other materials such as minerals, cop- 
per, zine, and that sort of thing? Or preceding that— A. 
Well, no. No. You are not able to stockpile coal to that 
extent. Of course, the different industries will carry a 
stockpile to some extent. But it is not possible to stockpile 
coal like you do these other commodities. 
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Q. Well, we hear reference frequently to stockpiling 
strategic materials. That would not be applicable here? 
A. No, sir. That would not be applicable to coal. The 
only way to have any protection from that is, of course, if 
we get into that, is to keep your mines in a healthy condi- 
tion in operating. 

Now, we have been producing 18 to 20 million tons a 
year in Western Kentucky. If we can keep the mines we 
have in operation, keep them healthy in case of emergency, 
we would not have the least bit of trouble in going up to 
31 or 32 million tons a year. But if this situation con- 
tinues and these mines reach the point where they cannot 
keep going and they close down, then, you are in trouble. 
You cannot stockpile coal. And the few mines remaining 
are just not going to be able overnight to come along and 
produce like we did during World War II. 

Q. Is the danger of internal combustion an element to 
be considered when you are stockpiling? <A. Yes, sir, that 
is true. 

Q. What is the normal day stockpile for an electric 
utility carrying so many days supply? A. I think utilities 
try to carry between sixty and ninety days. I don’t think 
they go much beyond ninety days. 

‘Q. And that coal is usually stockpiled under certain 
conditions that are proved favorable to prevent internal 
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combustion in relatively small stockpiles? A. That is 
right. They have a system of storing it in layers and 
using a bulldozer to pack it down very heavily; and then 
put another layer on and pack it down. And they try to 
keep it clear. 

Q. And provide for proper drainage? A. Proper drain- 
age and all that sort of thing. 
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Mr. McGrath: All right. I think that is all. He is ready 
for cross-examination. 

Perhaps we can recess first? 

Presiding Examiner: Yes. We will recess for ten min- 
utes. 


(Whereupon, at 3:20 p. m., a recess was taken until 
3:35 p. m.) 
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Presiding Examiner: The hearing will be in order. 

Mr. Blackmon, do you desire to cross-examine Mr. 
Pedigo? 

Mr. Blackmon: I have a few questions, Mr. Examiner. 

Presiding Examiner: You may proceed. 


Cross-examination 
By Mr. Blackmon: 


Q. Mr. Pedigo, I believe you testified in regard to trans- 
portation from this area 14 as indicated on Exhibit No. 17. 
A. Yes, sir. 

Q. Could you tell us whether or not that is an all around 
—that is, shipments are made 12 months out of the year? 
Or do you have months during the year that you can’t make 
shipments? That is by barge to the St. Paul area? A. The 
normally accepted time, I think, is about eight months. But, 
of course, it depends on weather conditions. I am not cer- 
tain that there has ever been a time when they were able 
to ship year-round. But it is normally accepted, I think, as 
about an eight-months’ period. That is as far as the river 
is concerned, in the upper reaches of the river. 

So far as the southern end of it is concerned, of course, 
we have no difficulties. 

Q. That requires plants such as Black Dog to keep as 
much as a five-months’ supply on hand at one time; that is, 
of coal? 
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A. It is my understanding that they do so, yes, sir, at other 
plants. 

Q. Mr. Pedigo, with reference to Exhibit No. 22, you 
show from 1936 through 1948 considerable increase in pro- 
duction each year. A. Yes, sir. 

Q. Would you tell us what you attribute that increase to? 
A. I attribute it principally to the war, the war effort. 

In other words, when we started in the war period, 
western Kentucky was probably at a lower ebb than most 
other coal fields, and we were in a position to extend our 
production to a much greater extent than other fields were. 
I might say that it was along about 1940 and 1941 that 
western Kentucky pretty generally started a program of 
new mines, all due to the war and the war effort, defense 
and that sort of thing, started a program of improving 
their mines, installing new mines, cleaning facilities. And 
we were able to carry that production forward due to the 
war effort. 

I think that is principally the thing, the war effort. And 
then with the new mines and the mechanization and clean- 
ing facilities, we improved the quality of our coal consider- 
ably. That had its effect on the market, too. 

Q. From 1949 through 1953 you show a gradual decrease 


All 


in production. Primarily, what do you attribute that to? 
A. Just the general heading of loss of markets, keener 
competition, keener competition with the other fields, and 
also, to some extent, to the development of river transpor- 
tation, which we first were not able to get into to any 
extent. We have been able to get into it now. 

Q. In other words, it isn’t primarily attributable to the 
conversion of certain industries such as we have here in 
this case from coal to gas? A. Yes, sir, that would be—— 
- Q. I say primarily, now. A. I don’t know that we could 
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say it was primarily. If you will permit me to put oil 
in with natural gas, I would say that that is the primary 
loss of market—to oil and gas. 

Q. You would not attribute it to an overall leveling off 
since the war years as being the primary reason for the 
decrease since 1949 through 1953? A. No, sir, I don’t 
think I would. Because while there has been what you 
term a leveling off period there, it has not actually affected 
the consumption of fuels. In other words, the increased 
population and new industries and that sort of thing has 
more than offset, in my opinion, the leveling off process, 
because I know that—one thing I know is that the electric 
utilities along have used gas, natural gas, in the production 
of electricity to the extent of some 40 million 
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tons of coal. Now that is, I believe, a direct loss of coal 
in that one industry to natural gas. I did make the figures 


on the fuel oil consumption by the electric utilities. But I 
don’t remember what that figure is. 

Q. Would you have any information as to what percent- 
age of the coal produced in 1945 was sold under government 
contract? A. Under government contract? 

Q. Yes. 

Mr. McGrath: Will you explain what you mean by 
‘“‘under government contract’’? 

Mr. Blackmon: I mean both by the government for war 
purposes. 

The Witness: I don’t think I could answer that. As far 
as my knowledge goes at the moment, the only coal that 
the government bought that I know anything about was 
export coal. And that, of course, was relatively small—it 
was a relatively small part of the national production. That 
is all I can recall of that right now. There may be others. 
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By Mr. Blackmon: 


Q. For the year 1937, you show a production of 8,562,890 
net tons. That coal was produced by 11,385 employees. 
A. Yes, sir. 

Q. In 1953, you show a production of 20,470,000 by 7111 
employees. 


413 
A. Yes, sir. 

Q. What do you attribute the decrease in employment 
to there, as compared with the increase in production? 
A. There are two things that will account for that. One 
of them is that in 1937 the majority of the coal mined in 
western Kentucky was underground mines and hand loaded. 

‘Now, the underground mines are mechanized. And I 
doubt if there is as much as even 50,000 tons that is hand 
loaded. It is all mechanically loaded, and there is a large 
percentage of our production that is strip-mine coal, where 
the tonnage is great and the number of employees is small. 

I think those two things will account for that difference 
in that manpower and the increase in production. 

Q. In other words, the primary cause for the decrease 
in employment during those years was from mechanized 
production facilities and the stripping that you spoke of, 
stripping operations? A. Coming from 1937, that is true. 

Q. Rather than conversion from coal to other fuels? 
A. Going back to 1937, yes, sir, that is true. But that is 
not true, of course, if we go back to the 10,500 that we 
had in 1950. That is attributable there to the lost tonnage. 
_ Q. In 1950 you had 24,033,381 net tons. A. With 10,562 
employees. In 1953, we have 21 million plus with 7111 
employees. And a less number of days worked. 
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In 1950 we had 180 days worked. And in 1953 only 168 
days for the 7111 employees. 
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Q. I believe you testified in regard to vacation time for 
employees. A. Yes, sir. 

Q. Of the United Mine Workers Union. A. Yes, sir. 

Q. I call your attention to Exhibit No. 25, and particu- 
larly to column headed, ‘‘Number of Working Days.’’ 
A. Yes, sir. 

Q. You show there working days from—that is from 
20 to 23 working days per month. Did you take into con- 
sideration in these calculations any vacation time? A. I 
can’t answer that unless I see a calendar. We have 21 
working days here from July 1 to July 31. That is 21 
working days. That is 10 days less. But that would appear 
that only 10 days was taken out, which, of course, would not 
be correct. 

Now, I think that the vacation period does not always 
fall from July 1 to July 10. That vacation period depends, 
I think,— it is during that period of July first—but I think 
it depends on when Monday falls around that time. 

I would almost have to see a calendar to tell you, although 
we have counted 21 days in July—that is July 1954. 

Q. Well, all your vacation period does not fall within 
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the months of July, does it? It wouldn’t make any differ- 
ence so far as this is concerned which month it happened 
to fallin. A. That is correct. 

Q. But you don’t show less than 20 days in any month. 
A. That is correct. 

Q. And from 20 to 23, which would seem to include every 
working day during the year for the entire periods that 
you show. A. No. Your holidays are taken out. The 
holidays are taken out. I know that. I am not quite clear 
as to how this vacation is figured in June and July here, 
because it does come in those two months, and our report 
does not indicate—it simply shows in June 1954 that there 
were 22 working days and in July 21 working days. 
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Q. If you total the number of days in that column, it 
should equal the number of working days in the year, that 
is, for each total there? A. Yes, sir, that is right, for 
each one of those days. 

Q. So you could very easily tell from these figures 
whether you had taken into consideration vacation time. 
A. 1953 totals 257 working days. 257 days, yes, sir. 

Q. Using a five-day week, that would amount to about 
5114 weeks, would it not? A. Not the 257 days. Oh, yes, 
you are right; yes, sir. 
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Q. So there couldn’t have been much consideration given 
for vacation time. A. Well, that is 257 days out of 365, 
with Saturdays and Sundays off. 

Mr. McGrath: You mean for 1954. 

I can give you a calendar for 1954. 


By Mr. Blackmon: 


Q. You don’t have the full computation for 1954. A. No, 
but we do have June and July there. That is what I was 
getting at. 

The explanation of this hits me. If you will pardon me 
for sitting here all this time. The non-union mines in 
western Kentucky do not take the 10-day vacation. They 
collect the $100 instead and work. So that is why the 
vacation period is not taken off. 

Q. The non-union mines, you say? A. Yes, sir. 

Q. I understood that at least a majority of the employees 
that we were concerned with here were members of the 
United Mine Workers. <A. That is correct, yes, sir. I 
would say 55 to 60 percent, somewhere between that figure. 
I can’t be too sure. It is between 55 and 60 percent. 

Q. Well, there should have been some consideration given 
to that 55 or 60 percent. 
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A. Well, that is probably true. But it would be a very 
difficult thing to do. 

Q. So if you did give consideration to vacation time, it 
would change all of your totals shown in this exhibit. A. It 
would make very little difference in the total for the year, 
though. 

In 1953—what I have done is that I have multiplied—i 
have multiplied by the 2303, the December rating. But 
that is not appropriate. There would be an adjustment 
of the June and July figures only in their then reflected 
net total, because your June and July ratings are different 
than they were in December. 

Q. It would make some difference. A. It would make 
some difference, but I think that the difference would be 
relative. In other words, I do not think that that would 
change the result of the trend, because the same thing 
would be done in each one of these years. And I don’t 
think it would change the trend there at all. 

Mr. Blackmon: That is all I have, Mr. Examiner. 

Presiding Examiner: Any cross-examination of this 
witness by counsel for Northern Natural Gas Company? 

Mr. Wolf: Just one or two questions, Mr. Examiner. 


By Mr. Wolf: 


Q. You indicated recently there had been three mines 
that had closed in the western Kentucky area. I think you 
said one 
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of them closed because you thought it was close to exhaus- 
tion in terms of economic working. A. Yes, sir. 

Q. And the other two, the operator-owners just threw 
up their hands and said, ‘‘To hell with it.”’ Is that cor- 
rect? A. That is approximately correct. 
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Q. As a matter of fact, they probably said it a little more 
vigorously than that, didn’t they? A. That is right, yes, 
sir. 

Q. In any event, none of the three closed because of 
either the filing of Northern’s application to serve the 
Black Dog plant or because of Northern States Power’s— 
or because of anything related to the Black Dog generating 
plant of Northern States Power? A. No, sir. That’s 
right. 

Q. Incidentally, on your Exhibit No. 25, if I understand 
the mathematics of that correctly, in order to get the per- 
centage figures in the column headed, ‘‘Percent of rated 
eapacity,’’ you divided the figures in the column headed, 
‘*Monthly Capacity, Cars,’’ by the figures in the column 
headed, ‘‘Cars Billed.’’ A. Just the reverse. 

Q. Exeuse me. Just the reverse. And you get the per- 
cent of rated capacity, is that right? A. That is correct. 
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Q. Now, as you show it there, you show what the percent 
of rated capacity is for the full year 1953 and only for 
the first eight months of 1954, is that right? A. Yes, sir. 

Q. And if you wanted to compare the first eight months 
of 1954 with the first eight months of 1953, you could do 
so more precisely from the figures on the page, is that 
right? A. Yes, sir. 

Q. Without knowing the precise answer, you would get 
a difference, or different figures than the 50.95 that shows 
for the full year in so far as the first eight months of 1953 
are concerned? A. Since our load goes in the first—I 
believe you would get a lesser figure than the 50.95, because 
our loadings for the first eight months in 1954 are down 
slightly from the first eight months of 1953. So that per- 
centage should be slightly less. 

Q. At any rate, it would be in that way that you could 
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get a direct comparison on the eight months that are 
actually comparable? A. That is correct. 

Q. As the page stands now, it is comparing 12 months 
of 1953 with eight months of 1954? A. That is right. 

Q. I believe you testified in answer to a question from 
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staff counsel that the production figures you show on Ex- 
hibit 22 and Exhibit 23, in so far as western Kentucky is 
concerned, are not affected by Northern States Power 
Company’s use of gas at the Black Dog plant, is that 
correct? A. I don’t believe I said it just that way, sir. 

Q. Would that be an accurate way to say it? A. I said— 
of course, the production has not been affected by the use 
of gas at the Black Dog plant, because they have not used 
any. I said that the decline in the markets generally, I 
think, would be attributed primarily to natural gas and oil. 

Q. But the fact is that the figures for the period covered 
by the exhibits that you have shown, the Northern State 
Power Company was not using gas at Black Dog? A. That 
is correct. 

Q. Are you familiar with the customers who buy the coal 
that is produced in the western Kentucky area? Generally 
speaking? A. I don’t know just exactly what you mean by 
that. 

Q. I wanted to ask you the same kind of questions I 
asked Mr. Christiansen. And that is what you know with 
respect to the facts as to whether the Northern States 
Power Company has increased its purchases in recent 
years, decreased its purchases in recent years, or whether 
they have held fairly steady so far as purchases from the 
western Kentucky area are 
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concerned? A. Speaking for western Kentucky alone, 
their purchases have declined considerably. Now, I don’t 
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know, only by hearsay, where that coal went to, but I do 
know that our sales to Northern States Power Company 
this year are much lower than they have been at any time 
for the last 10 years. 

Q. That is from the western Kentucky area; that is, the 
area represented by the associations with which you are 
eonnected? A. Yes, sir. 

Mr. Wolf: That is all we have, Mr. Examiner. 

Presiding Examiner: Redirect? 

Mr. McGrath: Just a few questions. 


Redirect examination 
By Mr. McGrath: 


Q. These diminishing sales to Northern States Power 
Company, were they influenced to any extent by changes in 
freight rates? A. Yes, sir, they were. I would say prin- 
cipally by the Missouri Pacific Railroad’s building a coal 
dock at Ford, Illinois, and publishing a low rate in con- 
junction with a low barge rate, they upset the competitive 
relationship between western Kentucky and the southern 
Illinois Belleville and Duquoin group mines. And I think 
that is the reason that this 
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coal has disappeared from western Kentucky. And while 
I don’t know, I have a pretty good idea where it went to. 

Q. You mean where the sale went to? A. Yes, sir. 

Q. Now, in cross-examination by staff counsel, with 
respect to Exhibit 22, you mentioned that 1950, where the 
comparison was made of the somewhat higher production 
than in former years, and the use of the 10,562 miners, 
was that about the time that mechanization became general 
in western Kentucky? A. No, sir. The general mechaniza- 
tion in western Kentucky started along about 1941. And 
it increased over the years. I guess by 1950 the mechaniza- 
tion was almost complete. 
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Q. I see. Now, taking 1949, it shows that 8,795,000 tons 
were produced by 9417 men, whereas in the following year, 
1941, 1114 or 11.6 million tons were produced by 800 less 


men. 

The measure of production of the man is so much ton per 
man day? A. Yes. 

Q. So by calculating the amount of coal produced by a 
certain number of men as shown here, you get some idea 
of how mechanization affected the number of men em- 
ployed? A. That is right, yes, sir. 
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Q. And then we come to a period where strip mining 
came into vogue. And where was that? A. That was 
about the same time, around 1940, 1941. 

Q. So they both had about the same effect at the same 
time? A. Yes, sir. 

Now, in the 1940 and 1941 figures that you used there, 
that some three million tons more were produced by some 
600 less men, you will note there is some 60 days worked 
in 1951 more than the previous year. 

Q. How is strip mining accomplished, generally? Let 
me ask you: They use great big power shovels? A. Yes, 
sir. 

Q. And what are they normally capable of handling in 
tons with a large scoop each time? <A. Oh, they refer to 
them as yards, and converting it into tons. I don’t know. 

I wouldn’t like to answer that. Of course, the purpose 
of these large shovels is to take the overburden off of the 
coal. And they will take a bite out a fourth as big as this 
room at one time and just run a couple of great big trucks 
in those buckets. They are that tremendous. 

The engineer sets up about the equivalent of about seven 
stories up to operate the machine. They take this over- 
burden off, and then your smaller machines that pick it up 
and put 
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it into the trucks, they pick up about 25 tons of coal. 

Now, these smaller buckets pick up about 25 tons of coal 
and they take two bites. It fills up these trucks, what they 
call Euclids, on about 50 tons. Two bites of that coal in 
that truck and the truck is gone away again to the tipple. 
And it’s dumped automatically. It tips the coal out and 
just keeps going, in a circle. Those big shovels that handle 
the overburden, the last one that I saw cost the company 
about $1,200,000. 

Q. Now, how many men are employed on a shovel? A. 
I don’t believe I can answer that, Mr. McGrath. 

Q. Is there more than one man operating the shovel, 
itself? A. The actual operation of the shovel is performed 
by one engineer up there. 

Q. There has got to be some ground men around? A. 
There have to be some ground men around, and mainte- 


nance men and that sort of thing. But the actual operation 
of that big shovel is performed by one man. 

Q. Two shovels is the equivalent of one normal railroad 
ear load? A. That is correct, yes, sir. 

Q. Now, going to this Exhibit 25—I am not sure that 
it is entirely clear in the record—and I know it is not in 
my mind—this line 1 daily rating is an actual record 
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taken from the books? A. That is correct, yes, sir. 

Q. And the number of days worked is a theoretical num- 
ber, rather than the actual number. A. It is supposed to 
be the actual number counting five days per week, unless 
a holiday comes in. And then, of course, the holiday is 
counted out. 

Q. Does that assume—does that purport to indicate that 
five days were worked in every one of the weeks in each 


112 





(426) 


month shown there? A. Yes, sir. Except when a holiday 
came in, like the Fourth of July. 

Q. Is it a fact that the miners in Kentucky are working 
five days a week except as to holidays? A. Oh, no, sir. 

Q. That is what I don’t understand. These figures were 
used to get the monthly capacities of the cars by multiply- 
ing the daily rating by the number of days worked that 
you used. A. No, sir. The number of working days pos- 
sible. 

Q. That is what I am getting at, it is a theoretical figure, 
that if the work was there and they were working on a 
five-day week, then they would work those number of days. 
A. That is correct, yes, sir. 

Q. And therefore, you determine the monthly capacity of 
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the cars by multiplying the daily rated capacity by the 
number of days available for work. A. That is correct. 

Q. But that does not necessarily mean that the men ac- 
tually work those number of days. A. Oh, no, sir, not by 
any means. They did not. 

Q. Now, under the wording ‘‘Cars Billed,’’ that is an 
actual figure? A. That is an actual figure. And that rep- 
resents the actual work that they did. 

Q. That is right. That is the actual work they did, to 
load those cars which were billed out to market. A. That 
is right. 

Q. And then you get your ratio of monthly capacity to 
ears billed and you have your percent of rated capacity. 
A. That is correct, yes, sir. 

Q. So, so far as the July and August periods are con- 
cerned, the vacation does not enter into it as having an ap- 
preciable effect because it is a theoretical number of days, 
anyway, isn’t it? I mean, available days. A. That is cor- 
rect, available days. 

Q. Now, you have another exhibit in here that you spoke 
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of that we discussed. It is Exhibit No. 27, which does show 
the actual effect of the holiday in July and August. A. 
Yes, sir. 

427 

Q. On the average number of days of unbilled cars? A. 
Yes, sir, that is true. 

Q. So considering the two of them together, it is a little 
easier to understand what you mean? A. I think that is 
true, yes, sir. 

Q. Is it not a fact that until recently the West Ken- 
tucky Coal Company was not organized? <A. That is cor- 
rect, yes, sir. 

Q. And is that not the largest producing company in the 
west Kentucky field? A. Yes, sir, that is correct. The 
West Kentucky Coal Company produces about close to 25 
percent of the production of rail mines, and they became 
affiliated with United Mine Workers, I think, on March Ist 
of this year. 

Mr. McGrath: That is all I have. 

Presiding Examiner: Any recross? 

Mr. Blackmon: I have one more question I would like to 
ask, Mr. Examiner. 

Recross-examination 
By Mr. Blackmon: 

Q. Mr. Pedigo, I believe you testified in regard to the 
problems of meeting price competition. Where you meet 
price competition, are you able to hold your customers? A. 
I don’t know that I exactly follow you on that. 

Q. Your price competition with other fuel. 
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A. With other fuel? 
Q. With other fuels, yes, sir. A. Your question is where 
we have been able to meet that price, have we held the 
business? 
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Q. Yes, have you held the business, that is right. A. I 
think the answer to that would be yes in some cases. Now, 
that does not mean that western Kentucky has held the 
business and still has it, but I have in mind one piece of 
business that we obtained a substantial reduction on in the 
freight rate, and they stayed on coal. 

I think that coal has been able to retain some of the 
business where we have been able to meet the price, yes, 
sir. 

Q. Do you have any specific instance in mind? A. Well, 
now, I think that one of them was mentioned this morning, 
and I may be wrong about this, but I think that Dubuque, 
Towa, is one of the point, and I gathered that from the 
testimony this morning. I can be wrong about that. 

Another one that I have in mind is Humboldt, Iowa. We 
obtained a substantial reduction there and they stayed on 
coal rather than gas. 

Q. What company was that? A. I am not positive. It 
seems to me it was Corn States. I will say this: I don’t 
know today whether they are on gas or not. This happened 
two years ago, and I know that for the first year after we 
got the reduction that they did not go to gas. 
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Mr. McGrath: You are talking about a freight reduction. 
The Witness: Yes, substantial freight reduction. 


By Mr. Blackmon: 


Q. Where you have been able in any case, if you have 
been able in any case to meet price competition with other 
fuel, do you know of any instance where you have been 
able to solicit a customer that was using another fuel, for 
instance, gas? A. No, sir. I don’t think after they have 
once installed gas, why, I don’t think. there is much chance 
of getting them back. I don’t recall where we have been 
able to get them back after they once turned to gas. 
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Q. Do you recall the testimony by Mr. Oman, I believe, 
this morning, that as far as Northern States Power Com- 
pany was concerned, that this was strictly an economic 
matter with them? A. Yes, sir. 

Mr. Blackmon: That is all I have. 

Presiding Examiner: Mr. Wolf, did you have anything? 

Mr. Wolf: We have nothing more, Mr. Examiner. 

Mr. McGrath: Is is or is it not a fact that West Ken- 
tucky coal is principally industrial coal? 

The Witness: Yes, sir. 

Mr. McGrath: No domestic coal of any consequence? 
A. We have some domestic stoker coal. Principally, it 
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is industrial coal. 
Mr. McGrath: That is all I have of this witness. 
Presiding Examiner: There being nothing further, Mr. 
Pedigo, you are excused as a witness in this proceeding. 


* cd * * * ® * *” * 


N. T. Patteson 


was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 


Direct examination 
By Mr. McGrath: 


Q. Mr. Patteson, will you give your full name to the 
reporter, spelling your last name? A. My name is N. T. 
Patteson, P-a-t-t-e-s-o-n. 

Q. Where do you reside? A. 1216 Delafield Place, 
Northwest. 
Q. And by whom are you employed? A. National Coal 

Association. 

Q. And for what period of time have you been employed 

by the National Coal Association? A. Since 1927. 
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Q. In what capacity? A. I was an accountant up until 
1945, and then I have been a statistician since then. 
Q. As a statistician, have you prepared statistical 
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exhibits for presentation to regulatory agencies dealing 
with coal matters and freight rates? A. Yes, sir. 

Mr. McGrath: I would like to have marked for identifica- 
tion an exhibit entitled, ‘‘Production of Bituminous Coal, 
1940-1954.”? 

Presiding Examiner: That will be marked Exhibit 28 
for identification. 


(The document above referred to was marked Exhibit 
No. 28 for identification.) 


By Mr. McGrath: 


Q. Mr. Patteson, did you, at my request, prepare Ex- 
hibit 28? A. Yes, sir, I did. 

Q. And will you proceed to explain what Exhibit 28 
purports to show? A. It purports to show the producti 
of bituminous coal from 1940 up through the latest month 
of 1954. It shows in 1944 that up to that time 619,576,000 
was the peak production. That was a war year. 

And then in 1947, it reached 630—approximately 631 
million tons. — 

Q. What is that attributable to? A. Well, almost 69 
million tons of that was exported. 

Q. To foreign countries? 
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A. Yes, sir. Well, to Europe and Canada. 

1948 it was down to 599 million. 1949 it went down to 
almost 438 million tons. 

Q. Then it went up again. A. Then it went up, I think, 
due to the Korean War in 1950, 51. Then it started down 
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again in 1952. In 1953 it reached 453 million. And for 
the first six months of 1954 it is running about 18 percent 
behind last year. 

Q. Do you have any further comment to make on that 
exhibit? A. No, sir, I do not. 

Mr. McGrath: I would like to have marked for identi- 
fication—I am hurrying along, Mr. Examiner, to see if we 
can’t get through with this witness this afternoon—an ex- 
hibit entitled, ‘‘Consumption of Natural Gas for Produc- 
tion of Electric Energy for Selected Regions, 1940-1953.”’ 

Presiding Examiner: That will be marked Exhibit No. 29 
for identification. 


(The document above referred to was marked Exhibit 
No. 29 for identification.) 


By Mr. McGrath: 
Q. Was Exhibit No. 29 prepared by you or under your 


supervision? A. Yes, sir. 
Q. What does that exhibit purport to show? 
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A. It shows the consumption of natural gas for production 
of electric energy for selected regions, 1940 through 1953. 

Q. Why is it for selected regions? A. Well, we left out 
west south central and Pacific because coal was not a fac- 
tor in those two regions. 

Q. What do you mean by coal is not a factor? A. Well, 
it is predominantly gas and oil. 
 Q. Is that applied generally or particularly to electric 
generating plants? A. It is general. 

Q. All right. What you have shown then, the figures for 
areas in which coal is in competition with natural gas and 
oil for sales to electric generating power plants? <A. Yes, 
sir. Now, in this competitive area, excluding those two re- 
gions, it shows that in 1940 there was 77,539,000,000 cubic 
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feet consumed. And by 1944 it had climbed to 110 billion. 
And then in 1946 118.6 billion. 1949 it was 232.6 billion. 
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Q. Now, it is up to what? A. Up to 505 billion, which 
is about 20.2 million tons of coal equivalent. 

Q. And that is all in areas where coal is readily avail- 
able for power plant use if they desire to use it? A. Yes, 
sir. 

Q. Now, you have shown the United States as a whole. 
And that column is intended to be merely informative? <A. 
That includes the two excluded regions. 

Q. In addition to those that you have shown by detail? 
A. Yes, sir. 

Q. Do you have any further comment to make on that? 
A. No, sir. 

Mr. McGrath: The witness may be cross-examined. 

Presiding Examiner: Is there any cross-examination of 
this witness by staff counsel? 


Cross-examination 
By Mr. Blackmon: 


Q. Mr. Patteson, I call your attention to Exhibit Number 
28. You show there from 1940 through 1947 a gradual in- 
crease in production; is that right? A. Yes, sir. 

Q. You say you reached a peak in 1947 of 643,624 tons? 
A. It is 630,624. 

Q. That is right. I am sorry. I was reading it incor- 
rectly. 
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What did you attribute that peake to? A. Well, almost 
69,000,000 tons was for export. 

Q. Do you know whether or not that was under the 
Marshall Plan? <A. I think it was. 


119 








(432) 


again in 1952. In 1953 it reached 453 million. And for 
the first six months of 1954 it is running about 18 percent 
behind last year. 

Q. Do you have any further comment to make on that 
exhibit? A. No, sir, I do not. 

Mr. McGrath: I would like to have marked for identi- 
fication—I am hurrying along, Mr. Examiner, to see if we 
can’t get through with this witness this afternoon—an ex- 
hibit entitled, ‘‘Consumption of Natural Gas for Produc- 
tion of Electric Energy for Selected Regions, 1940-1953.”’ 

Presiding Examiner: That will be marked Exhibit No. 29 
for identification. 


(The document above referred to was marked Exhibit 
No. 29 for identification.) 


By Mr. McGrath: 


Q. Was Exhibit No. 29 prepared by you or under your 
supervision? A. Yes, sir. 
_Q. What does that exhibit purport to show? 
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A. It shows the consumption of natural gas for production 
of electric energy for selected regions, 1940 through 1953. 

Q. Why is it for selected regions? A. Well, we left out 
west south central and Pacific because coal was not a fac- 
tor in those two regions. 

Q. What do you mean by coal is not a factor? A. Well, 
it is predominantly gas and oil. 

Q. Is that applied generally or particularly to electric 
generating plants? A. It is general. 
 Q. Allright. What you have shown then, the figures for 
areas in which coal is in competition with natural gas and 
oil for sales to electric generating power plants? <A. Yes, 
sir. Now, in this competitive area, excluding those two re- 
gions, it shows that in 1940 there was 77,539,000,000 cubic 
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feet consumed. And by 1944 it had climbed to 110 billion. 
And then in 1946 118.6 billion. 1949 it was 232.6 billion. 
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Q. Now, it is up to what? A. Up to 505 billion, which 
is about 20.2 million tons of coal equivalent. 

Q. And that is all in areas where coal is readily avail- 
able for power plant use if they desire to use it? A. Yes, 
sir. 

Q. Now, you have shown the United States as a whole. 
And that column is intended to be merely informative? A. 
That includes the two excluded regions. 

Q. In addition to those that you have shown by detail? 
A. Yes, sir. 

Q. Do you have any further comment to make on that? 
A. No, sir. 

Mr. McGrath: The witness may be cross-examined. 

Presiding Examiner: Is there any cross-examination of 
this witness by staff counsel? 


Cross-examination 
By Mr. Blackmon: 


Q. Mr. Patteson, I call your attention to Exhibit Number 
28. You show there from 1940 through 1947 a gradual in- 
crease in production; is that right? A. Yes, sir. 

Q. You say you reached a peak in 1947 of 643,624 tons? 
A. It is 630,624. 

Q. That is right. I am sorry. I was reading it incor- 
rectly. 
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What did you attribute that peake to? A. Well, almost 
69,000,000 tons was for export. 

Q. Do you know whether or not that was under the 
Marshall Plan? <A. I think it was. 
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Q. Is the Marshall Plan in operation today; do you know? 
A. I don’t think it is in operation today. 

Q. Do you think that had anything to do with the de- 
crease in production after the year 1947? A. Well, exports 
have gone down since 1947. 

Q. In other words, your decrease is the result of stoppage 
of exports resulting from the Marshall Plan? A. That 
would be part of it, I think. 

Q. What portion would you attribute it to? A. Well, I 
have the exports here. In 1947 it was 69.7 million tons. 
If you drop all the way down to 1953 the exports were 33.8 
million tons. So, that would be 36 million tons of decrease 
in exports for 1953 over 1947. 

The total production has gone down 180 million tons 
approximately in 1953 over 1947. 

Q. Wouldn’t you say that that is more or less normal 
leveling off since the war years? A. I think some of it is 
leveling off and some of it has lost the market to competi- 
tive fuels. 

436 

Q. I now call your attention, Mr. Patteson, to Exhibit 
Number 29, in particular the column of figures second 
from the right of the page. 

What do you attribute the increase there to? A. You 
mean from 1940 all the way through to 1953? 

Q. Yes. A. Well, of course the market has expanded; 
but most of it is displacement of coal in the market. 

Q. What would you attribute that displacement to? I 
mean what was the primary cause for the displacement of 
coal? <A. Well, oil and gas, I think. 

Q. Why was there a conversion? Would you say it is 
because coal has gone up in price? A. I would not say that 
necessarily. 

Q. Would you say that it is because gas is cheaper and 
more economical? A. I think in some cases it is cheaper. 
I do not know whether it is more economical. 
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Q. The two go hand in hand, do they not? I mean the 
fact that it is cheaper indicates that it is probably more 
economical, does it not? 

Mr. McGrath: I think I will object to that as not proper 
cross-examination. I did not bring this witness here as 
an economist or on matters of prices. I just brought him 
here to show what the statistical figures are as taken from 
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the Bureau of Mines. 

Mr. Blackmon: Mr. Examiner, he composed this exhibit. 
And I am merely questioning him on the exhibit as to why 
and so forth. I see no objection to that. 

Mr. McGrath: I should have said the Federal Power 
Commission. 

Anybody could have made the tabulation of figures. You 
would not necessarily have to have any information beyond 
that. 

Presiding Examiner: Well, if the witness does not know, 
he can so state. 

The objection is overruled. 

Mr. McGrath: Will you read the pending question. 


(The pending question was read by the reporter.) 


The Witness: I presume that is true. 

Mr. Blackmon: That is all I have. 

Presiding Examiner: Mr. Wolf? 

Mr. Wolf: I have two more questions, Mr. Examiner. 
And then I think we can be through with Mr. .Patteson. 


By Mr. Wolf: 


Q. First of all, will you explain the note ‘‘Source: 
Federal Power Commission’’ on Exhibit Number 29? What 
do you mean by ‘‘Federal Power Commission?’ Are these 
from published statistics and data of the Federal Power 
Commission? Or did you talk to someone for them? 
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A. No. It is officially published data, the regular monthly 
reports. 

Q. Made by the Federal Power Commission? A. Pub- 
lished by the Federal Power Commission and reported to 
the Federal Power Commission by the utilities. 

Q. Well, that is what I want to get at. Was it data 
that you used the reports filed with the Federal Power 
Commission by the various natural gas companies or elec- 
tric utility companies reporting to the Federal Power 
Commission? Or was it the Federal Power Commission’s 
published monthly reports? A. Published monthly re- 
ports. 

Q. The latter? A. Yes, sir. 

Q. Now, one other figure that I wanted to get clear on: 

In your earlier testimony, you indicated that the 504,000,- 
000,000 cubic feet of gas shown for 1954 in column 9 of 
Exhibit Number 29 was the equivalent of 20.2 million tons 
of coal? A. Yes, sir. 

Q. Is the conversion factor then about 25? A. It was 
24,952 eubic feet of gas to one ton of coal. 

Mr. Wolf: That is all we have. 

Presiding Examiner: Any redirect? 

Mr. McGrath: Just one question. 


439 
Redirect examination 
By Mr. McGrath: 


Q. You were questioned, Mr. Patteson about this increase 
of production in 1947. And the answer was that that is 
attributable largely to export. Do you have any informa- 
tion as to why it would be necessary to increase the exporta- 
tion of coal at that time? A. It was the Marshall Plan. 
They needed it in Europe. 
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Q. Well, did it have anything to do with the disruption 
of mining in Europe due to the war? A. Yes, sir. 

Q. And as the mines in Europe were rehabilitated, the 
exportation fell off? A. Yes, sir. 

Q. And now, it is virtually negligible? A. Yes, sir. 


451 
John M. Hanley 


was recalled as a witness and, having been previously duly 
sworn, was examined and testified further as follows: 


452 


Cross-examination 


By Mr. Duff: 


Q. Mr. Hanley, I don’t think it is entirely clear from 
your testimony whether as a matter of fact the reserves of 
the Kansas Hugoton Field will be relied on entirely for 
the Black Dog sale, which is proposed in Docket No. G-2409. 

Will the gas essentially for the sale to Black Dog come 
from Hugoton Field? A.I believe essentially so, Mr. 
Duff. Of course, it will come from all system sources. 
For the purpose of this Exhibit No. 7, and the availability 
of gas to the system with and without Black Dog, we have, 
for the purpose of this exhibit, considered that it will come 
solely and exclusively from the Hugoton Field. 

However, in practice, it will come from all sources and 
as additional reserves are added, as they have been in the 
past, I expect that they will be supplied in part by existing 
and in part by future added sources. 

For exhibit purposes, and availability purposes, we have 
considered it to come exclusively from Hugoton. 
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Q. Mr. Hanley, insofar as the Kansas and Oklahoma 
Hugoton Field is concerned, can you give us the estimate 
of reserves which were submitted respectively in Dockets 
Number G-1618 and G-2063? A. The Hugoton Field of 
Kansas and Oklahoma reserves available to Northern as 
submitted in Docket Number G-1618 were five trillion 558 
billion cubic feet. The estimated reserves available to 
Northern from Hugoton Field of Kansas and Oklahoma, 
as shown in Docket Number 2124 and 2125, were shown in 
Exhibit 290 as five trillion 355 billion cubic feet. 

I realize that I am not making a specific response to your 
inquiry with respect to Docket G-2063, but in Docket G-2063 
no specific showing was made of source by source reserve, 
since Docket G-2063 reserves were shown on the premise of 
the G-1618 reserves, plus additions, less withdrawals. 


488 
Mr. McGrath: May I ask a question for clarification? ~ 


Presiding Examiner: Yes. 

Mr. McGrath: What was the date of that exhibit number 
290? I mean not the date of the exhibit, but it showed the 
reserves as of what date? 

The Witness: December 31, 1952. 

Mr. McGrath: Is that the latest reserve estimate you 
have for the Hugoton Field? I mean in any of the dockets 
that we have available? 

The Witness: No, sir. 

The reserves at the end of December 31, 1953 are shown 
in Exhibit Number 7 in the current docket as five trillion 
382 billion cubic feet. 

* * * %& % S & * * ® 
495 

- Q. And is it part of the Permian Basin, so-called? A. Yes, 

sir. 

Q. And that Permian Basin includes a portion of South- 
ern New Mexico as well? A. Yes, sir. 
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Q. Now, the fact that the Northern Natural Gas Com- 
pany went to the Permian Basin, extended its line and 
helped establish and finance Permian Basin to take gas 
from the Permian Basin Pipeline Company from the 
Permian Basin Fields was because you could not have 
made expansions to your markets successfully and wisely 
without that additional gas; is that true? And that is 
because of the decline in the reserves in the Hugoton and 
Panhandle Fields? 
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A. Well, the business judgment decision was made; that is 
correct. When you say ‘‘could not’’ I would rather you 
would have said ‘‘could not at the time it was done.”’ 

I fully expect that additional supplies will be found in 
the Anadarko, which, in competition with others, might be 
able to be purchased in the future. But your question, as 
I got it, was ‘‘Because of the declining reserves in the 


Hugoton and the Panhandle Fields, your company had to 
go to the Permian Basin to take care of its expansion?’’ 
And I think it involves a question of timing. And I think 
it involves a question of competition for gas with other 
pipeline companies. 

Q. Well, now, you spoke of the Anadarko Basin. Now, 
that lies in Oklahoma? A. In Oklahoma, North Texas, and 
Southwest Kansas. 

Q. And presently in an initial stage of development; is 
that correct? A. Yes, sir. 


498 
Q. What will that be as a life index of the Hugoton 
Field, if you continue to rely on the Hugoton Field without 
additional gas? A. Thirty-four point 4 years. 
Q. What did you say? A. Thirty-four-point four years. 
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Redirect examination 
By Mr. Wolf: 


Q. Mr. Hanley, is Northern Natural Gas Company cur- 
rently negotiating for the purchase of gas supply from the 
Southern Alberta Fields in Canada? A. It is. 

Q. Have the negotiations been concluded as yet, to your 
knowledge? 


A. Not completely. 


506 
Q. Is it the company’s intention upon perfection of the 
negotiations with Trans-Canada to file an appropriate ap- 
plication with this Commission covering the construction 
of facilities to accommodate for the miportation of Can- 
adian gas? A. It is. 


* * a * * * * * * * 
896 
D. L. Sedgwick 
resumed the witness stand and having been previously duly 
sworn, was examined and testified further as follows: 
Further direct examination 


By Mr. Tekolste: 


922 


Q. Mr. Sedgwick, are you aware that the commodity 
charge proposed by Northern in this application is 22.1 
cents per Mcf? A. I am. 

Q. How was this price of 22.1 cents per Mcf determined? 
A. The price of 22.1 cents per Mef for the commodity price 
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of gas under the two-part rate in Northern’s tariff was 
set at that level as a result of a decision of the manage- 
ment, by the management of Northern. 

Q. Did you, Mr. Sedgwick, participate in that decision? 

A. I recommended that that level of 22.1—I tried my 
best to sell it. 

Q. Will you state what you consider to be the basic rea- 
son underlying this decision to fix the commodity price at 
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22.1 cents per Mcf? A. That proposed commodity price 
of 22.1 cents per Mcf, which is the same as the commodity 
price in Northern’s presently effective FPC gas tariff was 
decided on in order to assure, insofar as was possible, that 
the load factor on the system would be maintained at the 
highest practicable level, with the result that the rate of 
gas sold for resale could be maintained at the lowest prac- 
ticable level. 

Q. Will you state the facts upon which you concluded 
that the maintenance of the 22.1 cents commodity rate 
would assure the highest practicable load factor, and con- 
sequently the lowest practicable rate for gas at resale? A. 
It is axiomatic that the rate for gas sold depends upon the 
volume sold, with the rate decreasing as the load factor 
increases. Since, as is shown in this application, the large 
volume interruptible sales will exceed 57 percent of the 
total sales for the first full year’s operation of the facili- 
ties proposed in the application, any material reduction in 
the volume of those interruptible sales would appreciably 
decrease the system load factor, and thereby increase the 
rate for gas sold for resale. : 


925 


Mr. Kurtz: I appreciate that Northern’s management 
might not be willing, but are you testifying in your opinion 
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that this 22.1 cents is the maximum commodity charge that 
can be named and retain your present interruptible load? 

The Witness: It depends, sir, upon what happens as a 
result of indications by coal producers that they are giving 
consideration to further reductions in the price of coal at 
the mine. I cannot say whether 22.1 cents will retain, I 
cannot say without knowing what is going to happen to the 
price of coal, or freight rates, whether we could charge 
more or less. 

We are not willing at this time to change that price of 
22.1 cents. 

Mr. Kurtz: For the reasons that you gave? 

The Witness: For the reasons I gave. 

Mr. Kurtz: If conditions stayed the same, though, on 
competitive fuel, you could raise this commodity price 
somewhat? 

The Witness: Not without losing some business. 

Mr. Kurtz: And you have particular reference to the 
boiler fuel load? 

The Witness: I do, sir. 

Mr. Kurtz: Thank you. 


926 

Mr. McGrath: Might I ask a question, Mr. Examiner? 

Presiding Examiner: We are getting an awful lot of 
questions, Mr. McGrath. Is it necessary to have something 
clarified at this point? 

Mr. McGrath: Well, one is clarifying. I didn’t get the 
percentage figure he used for the total sales, what percent- 
age of the total sales was that? 

The Witness: I do not have the exhibit number, but one 
of the exhibits Northern has in this application indicates 
that for the first full year’s operation of these facilities, 
the large volume interruptible sales would be 57 percent of 
the total sales. 
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Mr. McGrath: The other question I had is whether or not 
the 22.1 cents per Mcf accurately reflects the full com- 
modity cost of the gas, or whether you have arbitrarily 
kept it at that figure in order to maintain your industrial 
load? 

Mr. Tekolste: Mr. Examiner, I will object to that on the 
basis that it is cross-examination. 

Presiding Examiner: Objection sustained. 


1323 
H. M. Sampson 


called as a witness, having been first duly sworn, was ex- 
amined and testified as follows: 


Direct examination 


Q. Would you please state your name and address? A. 
H. M. Sampson, 2223 Dodge Street, Omaha, Nebraska. 

Q. By whom are you employed, Mr. Sampson? A. 
Northern Natural Gas Company. 

Q. What position do you hold with Northern Natural 
Gas Company? A. Supervisor of Tariffs. 

Q. Will you please give a brief statement of your edu- 
cational qualifications? A. I received a degree of Bachelor 
of Science in Commerce from the University of Notre 
Dame. I have also taken additional studies in the science 
field, both at the University of Notre Dame and the Craig 
University. 

In June of 1943, I entered the Armed Forces as a mem- 
ber of the Air Force, and was actively engaged in duty 
both in this country and overseas until October 1945. 

Following that I entered the University of Notre Dame 
from which I received my degree. After graduation I did 
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cost estimating work, and then joined Northern Natural 
Gas Company. 


system billing demand units of $14,398,680, and the result- 
ing demand charge waws $3.11 per Mcf per month of billing 
demand. 


By Mr. Roach: 


Q. Mr. Sampson, will you state what is the result of 
determining the rate by the method that you have just de- 
scribed? A. This method of determining the rate results 
in charging to Peoples Natural Gas Division the same rate 
per unit of demand and per unit of commodity as is 
charged to sales for resale customers. 

Mr. Marti: I have a question at this point. 

I understand from Mr. Schiffer, that you were going to 
allocate the costs that he classified. Am I correct in this 
that you assumed a commodity charge of 22.1, deducted 
that from the cost of service, and automatically arrived at 
the conclusion that the rest of it was demand charge? 

The Witness: That is correct. 

Mr. Marti: That is all you did? 

The Witness: That is all. 

Mr. Marti: All right. 

The Witness: I would like to qualify that. We do assign 
costs between direct and resale customers. 

Mr. Marti: Where do you arrive then at the conclusion 
that 22.1 cents is properly chargeable to commodity, and 
that $3.11 is properly a demand charge? 

The Witness: Well, I believe that Mr. Sedgwick testified 


1330 
as to the basis of the 22.1 cents. 
Mr. Kurtz: What is your understanding of that basis, 
let’s have that? 
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The Witness: My understanding of that basis is that the 
variable costs on Northern’s system are approximately 
14.19 cents per Mef, and that by charging a commodity 
charge of 22.1 cents, the large volume customers are con- 
tributing 7.9 cents to the fixed costs of the system, or the 
constant costs, if you please. That is the basis of the 22.1. 

Mr. Kurtz: You start with the answer first, though, don’t 
you? 

The Witness: No. 

Mr. Kurtz: What is this contribution of seven cents? 
How do you arrive at that to be reasonable, or do you? 

The Witness: I arrive at that by taking the variable 
costs that Mr. Schiffer has classified variable, dividing 
those by the annual volumes to get a true variable cost. 

Mr. Kurtz: And that is what? 

The Witness: 14.19 cents, I believe. 

Mr. Kurtz: Then what do you do? 

The Witness: We arbitrarily assign 22.1 cents com- 


modity charge, and say that 7.9 cents is a contribution to 
the fixed costs over and above the out-of-pocket costs by 
large volume customers. 

Mr. Kurtz: You don’t determine what the contribution 
will 
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be before you fix the rate, do you? 

The Witness: No, you of course would have to fix the 
commodity rate first. 

Mr. Kurtz: Then the difference, whatever it may be, is 
the contribution? 

The Witness: Yes, but Mr. Sedgwick testified, at least 
that is my understanding, that he testified that the 22.1 
cents was set as the commodity charge. 

Mr. Kurtz: By whom? 

The Witness: By the management of Northern Natural 
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Gas Company, for the reason that if the commodity charge 
was higher that Northern would lose sales. 

Mr. Kurtz: You are not here trying to justify the 22.1 
cent commodity charge, are you? 

The Witness: No, but you asked me my thoughts on Mr. 
Sedgwick’s—— 

Mr. Kurtz: But you are not trying to justify the com- 
modity charge of 22.1 cents? 

The Witness: No, I am not. 

Mr. Kurtz: Nor are you trying to justify the demand 
charge of $3.10, are you? 

The Witness: Well, I am merely reciting that by fixing 
the commodity charge at 22.1 cents, the mechanics of carry- 
ing the remainder out, we have arrived at and developed a 
demand charge of $3.11. 
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Mr. Kurtz: In order to find out exactly how this 22.1 
cents was arrived at, we would have to go to management, 
isn’t that right? 

Mr. Roach: Mr. Kurtz, perhaps I can answer that. 

The Witness: Mr. Sedgwick testified to that particular 
point. 

Mr. Kurtz: I don’t think he testified that way. I may 
be in error, but I didn’t gather the import of his testimony 
to 'be that strong. I am glad to know it. 

Mr. Roach: I think Mr. Kurtz, if you will refer to tran- 
script 922 to 925, you will find that Mr. Sedgwick there 
undertook to justify the establishment of a commodity 
price of 22.1 cents, and why, in the judgment of Northern, 
that was the price at which the commodity should be fixed. 

Mr. Kurtz: Well, then, we must look to Mr. Sedgwick 
for the justification of the commodity charge, not this wit- 
ness. 
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Mr. Roach: That is correct, Mr. Kurtz, and possibly 
further to Mr. Merriam. 


* * * * * * * * * * 
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Mr. Smith: Mr. Sampson, is page 6, part I of Exhibit 
No. 47 the only place where you adopt or use the figures 
which were furnished by Mr. Schiffer in his part of Exhibit 
No. 472 

The Witness: Yes, I think that is correct. 

Mr. Smith: That is only a demonstration of how the 
saving applies to one group or the other, isn’t it? 

The Witness: Yes, but I might add that the Part II of 
the Exhibit, as testified to by Mr. Schiffer, was also used 
as a determinant by our previous witness, Mr. Sedgwick, 
in determining the 22.1 cents recovered the out-of-pocket 
costs. 

That is to say that the out-of-pocket cost is 14.19 cents. 
We would have to know that figure before we could set the 
commodity charge. Otherwise the commodity charge might 
be less than the out-of-pocket cost, and it wouldn’t be 
worthwhile making sales. 

Mr. Smith: So Mr. Sedgwick had available study by Mr. 
Schiffer before he made the determination that the com- 
modity charge would be 22.1, is that correct? 


1339 
The Witness: No, I think that he had set the commodity 
charge at 22.1, and then checked it against this other study. 
Mr. Smith: Thank you. 
Mr. Kurtz: May I ask a question? 
Presiding Examiner: Yes, Mr. Kurtz. 
Mr. Kurtz: When you used the term ‘‘contributing to 


fixed costs’’, you don’t use the term ‘‘fixed costs’’ as 
synonomous with demand costs, do you? 
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The Witness: No, these are actual fixed costs upon the 
system. 

Mr. Kurtz: You use the term ‘‘fixed costs’’ the same as 
Mr. Schiffer used it? 

The Witness: Yes, that is correct, costs that are asso- 
ciated with installed capacity. 

Mr. Kurtz: And those costs are not related to demand 
charge as a part of your rate? 

The Witness: No, that is correct. 

Mr. Kurtz: Now, this rate that you have figured out of 
$3.11 demand, and a commodity charge of 22.1—or I should 
say which you used—that is the rate that is proposed to be 
charged in the event that all of the applications, including 
Canada, Duluth-Superior, Aberdeen, and the balance of the 
requests for certificates, are granted, is that right? 

The Witness: That is right, yes, sir. 

Mr. Kurtz: And in the event that all of the 
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applications were not granted, then you would have to 
make a further determination as to what should be the rate 
to be charged, right? 

The Witness: Yes, sir. 

Mr. Kurtz: Now, you mentioned something about a 
peak month basis was used for determining a rate of $3.22 
demand—did I understand you correctly? 

The Witness: Yes, that is correct, in Exhibit ‘“‘P”’ of 
the application, when the application was filed, we had a 
rate of $3.22 demand, and 22.1 cent commodity. 


* a * * * # * * * * 
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The Witness: The reduction in the over-run rate—first 
of all I might state we reduced that in our recent rate filing, 
that is now effective. That reduction is effective under 
bond, subject to a corporate authorization. The over-run 


134 





(1348) 


charge, or that two cent differential, I should say, in that 
case amounts to only $150,000. I mean as far as the total 
revenues are concerned, the two-cent differential didn’t 
bring any more additional revenue, as such, except for a 
minor amount, and put us in a weakened competitive situ- 
ation. Mr. Sedgwick has testified that 22.1 cents, in the 
judgment of our management, is it as far as the commodity 
charge is concerned, and the over-run, or interruptible 
over-run sales, are practically entirely large volume sales, 
and we feel that by contributing 7.9 cents over and above 
the out-of-pocket costs to the fixed costs on the system, we 
shouldn’t penalize those customers by charging an addi- 
tional two cents, and because of the competitive situation, 
there just wouldn’t be any over-run, or very, very little, 
I should say. There would still be some. 

Further, I think that the 7.9 cents over and above the 
out-of-pocket costs, is more than sufficient to prevent 
industrial loads from getting what the Commission at one 
time called a free ride, if you will remember, Mr. Kurtz, 
and 
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certainly they are contributing some $15 million on the 
system, the large volume customers, that is, so they are 
certainly not getting a free ride. 

I think generally that answers the reasoning behind it. 

Mr. Kurtz: What you are telling me is that actually in 
the design of the rate, you might be saying the rate is 
designed for what the traffic will bear, isn’t that what in 
substance it amounts to? 

The Witness: No, not necessarily. We of course, as 
other pipelines, try to price our commodity at not exceeding 
the value of service, and not at less than the incremental or 
out-of-pocket costs. We think that the rates that we have 
set, with a knowledge of our own market situation, may 
not be what the traffic will bear one place—— 
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Mr. Kurtz: But, overall. 

The Witness: Overall, the rates will develop the highest 
load factor on our system, and make the unit costs less. 

I don’t know if I answered your question specifically. 

Mr. Kurtz: When you state the 22.1, you are referring to 
that as a Maximum, are you not? 

The Witness: Yes. 

Mr. Kurtz: Yes, of course, sir, and your 14 would be the 
floor for your commodity? 

The Witness: That is right. 


1349 
Mr. Kurtz: Thank you. 


oa ” * * * 


2504 
J. F. Merriam 


was called as a witness and, having been first duly sworn, 
was examined and testified as follows: 
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Direct examination 
By Mr. Wolf: 


Q. Will you state your name, please? A. J. F. Merriam. 

Q. Where do you reside, Mr. Merriam? A. Omaha, 
Nebraska. 

Q. Are you the President of the Northern Natural Gas 
Company? A. I am. 

Q. And President of its various subsidiary companies? 
A. Iam. 

Q. And are you the same Mr. J. F. Merriam who has 
testified in Federal Power Commission proceedings, involv- 
ing the Northern Natural Gas Company in the past? A. I 
am. 

_ Q. As President of the company, Mr. Merriam, of North- 
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ern, did you participate in the decision that has been made 
by the management and directors of Northern to seek a 
supply of gas in Canada? A. I did. 

Q. Will you describe the factors governing your decision 
in that regard? <A. Yes. 

A great many factors were involved in the basic decision 
with respect to the purchase of natural gas from 
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Canada. 

The first decision that was required to be faced up to was 
obviously the question of whether our gas supply was 
adequate without Canadian gas. 

We have approximately nine trillion cubic feet of gas 
reserves, which divided by our estimated annual sales 
would approximate a thirty years’ supply. 

We have deliverability, that is, the years in which we 
are estimated to be able to supply our maximum day 
commitment to our customers, in the neighborhood of 15 
to 17 years. 

The obvious question that would be asked, and the 
problem that would have to be answered would be in the 
face of that kind of a situation—do you need additional 
gas? 

We are comfortably supplied with natural gas for the 
requirements of our presently existing customers to supply 
the contract demands that we have contracted to serve with 
our public utility customers. 

If we were to stand still and supply no additional re- 
quirements we would be faced solely with the problem of 
replacing each additional foot of gas that was sold. 

Every three years we have to replace approximately one 
trillion cubic feet of gas, as our annual sales and with- 
drawals approximate a third of a trillion cubic feet of gas— 
they will opproximate, on the basis of last year’s sales, 
there would have been one trillion cubic feet every 
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four years. 

Purchase of gas reserves is not like going to the grocery 
store and ordering another can of coffee. 

You can’t go down and buy gas every time you need 
additional gas. You get into a long involved process of 
negotiation for a supply of gas. Canadian supply, for 
example, we started four years ago, and it has only now 
reached the stage which has been presented at this hearing. 

The sources of supply that are attached to our company, 
and by sources of supply I do not refer to gas controlled 
under contract or lease, but fields of gas supply, are prin- 
cipally three areas: The Hugoton Field in Kansas, Okla- 
homa, and Texas, and the Texas Panhandle Gas Field con- 
stituted our initial supply of gas for Northern Natural 
Gas Company when it was organized in 1930. A minor 
field in Kansas was later added. 

But basically, until two years ago, Northern’s entire sup- 
ply of gas came from those two areas. 

Until the end of World War II, gas supply available in 
those areas, and in other areas, exceeded the demand for 
gas. 

After the end of World War II, the relative positions of 
gas, of its competitive fuels, coal and oil, shifted quite 
radically, with the rise in prices of coal and oil, and the 
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frozen price of natural gas. 

As a result of this change in competitive position, new 
market areas very substantial in nature opened up, and as 
a result a maze of pipelines was built to areas where no 
long distance pipeline had existed previously. 
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The result was, so far as gas supply is concerned, North- 
ern, when it needed additional supplies of gas, instead of 
taking the first 150 suppliers waiting in line to sell us their 
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gas, had to go out and search for gas, and they had to 
search for it in competition with other pipelines which 
needed and required additional supplies of gas. 

As a result of the construction of additional facilities by 
Northern Natural Gas Company, and other pipeline com- 
panies, a supply of gas in the Hugoton Field is, as Mr. 
Hanley stated earlier, been substantially all tied up under 
contract to pipelines, or otherwise. 

The same is true of the Texas Panhandle Gas Field, with 
comparatively minor exceptions the supplies of gas are 
tied up. We can and do still pick up gas purchase con- 
tracts here and there in those two areas, but they are not 
substantial in nature. 

Two years ago, as a result of negotiations starting 
earlier, we faced-up to the problem that the supplies of 
gas in these two areas were going to be shortly rather com- 
pletely tied up, and that additional supplies of gas, either 
for taking care of the growth requirements of existing 
markets, or for the purpose of taking care of new markets 
in the area, or for replacement of supplies as they were 
exhausted, it would be necessary to go elsewhere to sup- 
plement our existing system. 

As the records of this Commission show, we made con- 
tracts 

2510 
in the Permian Basin area of west Texas—and southeast 
New Mexico, through a subsidiary, Permian Basin Pipeline 
Company. 

We succeeded in tying up several trillion cubic feet of gas 
reserves in that area and we constructed a pipeline out 
of that area connected to our system through the facilities 
of El Paso Natural Gas Company, and had contracts 
signed for gas supply in the neighborhood of 300 million 
cubic feet per day. 

Those supplies of gas in that area are again substantially 
tied up at the present time, but differ quite materially from 
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the Hugoton and Texas Panhandle Gas Fields, that in the 
Permian Basin area there is a vast amount of exploration 
for gas, and there are excellent potentialities for the dis- 
covery of additional reserves. 

That was one of the things that attracted us to the 
Permian Basin area in addition to meeting the immediate 
requests of our gas utility customers for gas to meet their 
estimated needs. 

There are scattered volumes of gas in the Permian area 
that can be obtained in competition with El Paso Natural 
Gas Company, Lone Star Gas Company, and possibly 
others. 

The principal competitor for the supply of gas in the 
Permian Basin area, will be El Paso Natural Gas Company. 

That area has been the principal source of supply of 
that company for many years, and has been supplemented 
with additional principal sources of supply in the San 
Juan Basin of 
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Northwest New Mexico. 

El Paso Natural Gas Company has a substantial gather- 
ing system constructed throughout the area. They have 
about 65 to 75 percent of their gas supply—the percentage 
changes from year to year—based on casinghead gas 
supplies. 

Casing head gas supplies, in general, are comparatively 
short lived. They will run for ten or fifteen years, nor- 
mally. They are dependent upon the production of oil, 
which is the prime moving force in the production from 
those fields. 

As a result, El Paso Natural Gas Company is and will be 
necessarily continually negotiating for and must obtain 
additional supplies of gas to replace the short-lived casing- 
head supplies, as such supplies are exhausted in the sale 
of gas to the customers of El Paso Natural Gas Company. 
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They are ‘‘tough’’ competition. They are really ‘‘tough”’ 
competition. In order to obtain such supplies of gas, as 
are obtained in that area, we are going to have to be able 
to meet prices paid by El Paso Natural Gas Company. We 
are going to have to meet the terms and conditions that 
they are willing to offer. When we went into that area, 
we paid higher prices than they had been paying. That 
was a requirement of obtaining the gas supply. 

It is only logical to assume that as El] Paso’s needs in- 
erease to replace their supplies, as exhausted, or to 
furnish additional 
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supplies for the growth of their California and other mar- 
kets, and as our needs increase to replace the trillion cubic 
feet of gas that we must replace every three or four years 
to stand still, if you please, in our own gas reserve picture, 
that competition will force the price up. 

To what extent, no one can say at this time. No one 
ean say at this time, either, the extent to which the juris- 
diction forced upon the Federal Power Commission by the 
United States Supreme Court decision in the Phillips Case 
will affect the availability of Natural Gas in those areas 
for export out of the state in which the gas is produced. 

I don’t know what effect that will have. It is logical to 
assume, however, then if gas can be sold locally in a 
state at a better price, and with less restrictions, that the 
gas inside that state will exhaust every possible local 
market inside the State before it will sell gas moving 
outside of the state. 


* * * * * * 
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Presiding Examiner: Will you proceed, Mr. Merriam? 
The Witness: Yes. 
The point I was endeavoring to make was that in my 
judgment the potential development of natural gas supplies 
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in Alberta, over and above those proven reserves, was a 
material factor in our decision with respect to purchase of 
Canadian Gas. 


By Mr. Wolf: 


Q. Mr. Merriam, has Northern entered into a letter 
agreement with Trans-Canada respecting the purchase of 
gas by Northern from Trans-Canada, initially at Emer- 
son, Manitoba? A. It has. 

Q. I direct your attention to the document which has 
been marked exhibit 52 for identification, and which was 
referred to yesterday by Mr. Tanner, and I will ask you 
whether or not your signature appears thereon? A. It does. 

Q. And does this constitute the agreement and approval 
of this letter agreement by Northern Natural Gas Com- 
pany? <A. It does. 

Q. Mr. Merriam, what is the price at which Northern 
proposes to purchase gas from Trans-Canada? A. The 
price at which we propose to purchase gas from Trans- 
Canada is a combination of a commodity and demand 
charge, a commodity charge of 20 cents per thousand 
cubic feet, a demand charge of $2.10 per month per 
thousand cubic feet of 
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daily demand. At the load factor set forth in the exhibits 
in this document that provides approximately a 29.3 cent 
price per Mef, adjusted to the factors that have been here- 
tofore discussed, making the price slightly in excess of 30 
cents per thousand cubic feet. 
Mr. McGrath: May I ask a question for clarification? 

Mr. Wolf: Yes. 

Mr. McGrath: What load factor did you say is assumed? 
~The Witness: At the load factor set out in the exhibits 
in this record. It was 75 percent as I recall. 
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By Mr. Wolf: 


Q. Mr. Merriam, if there are exhibits in this proceeding 
which takes from Trans-Canada under this contract at a 
100 percent load factor, the computation with respect to 
the unit rate could be made on that basis from the recital 
of the demand component and the commodity component, 
is that right? <A. Yes. 

Q. Mr. Merriam, I think you have already mentioned the 
fact that the contract—well, if you have not, does the con- 
tract provide for Northern—an opportunity for Northern 
to purchase in excess of 100 million a day the first year 
and 50 million a day additional the second? <A. It does. 

Q. At an earlier stage in this proceeding, particularly on 
the opening day thereof, certain comments have been made 
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by various of the counsel here respecting the price at which 
Northern is purchasing gas from Trans-Canada, and those 
comments appear formally of record. Do you have any 
comment to make upon the price provision in that contract 
at this time? <A. It is my judgment that the price provi- 
sion in that contract is an excellent price for Northern 
Natural Gas Company and its consumers. 

Q. What is that judgment based on, Mr. Merriam? A. 
That judgment is based on the fact that the price as de- 
livered to Northern Natural Gas Company at the border 
compares very favorably with any other price that could 
be obtained for similar gas delivered under similar cir- 
cumstances. Relating that back further, you have to break 
it into four parts, into the wellhead price, the gathered 
price in the field, and the cost of getting the gas to the 
pipeline, and the main line cost. 

The cost of gas at the wellhead in the case of the Can- 
adian gas, as has been shown, will approximate ten cents 
per thousand cubic feet at a central point in the field. That 
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is a cheaper price under those circumstances than any 
other that we know of. 

The cost of carrying the gas the 850 miles that Trans- 
Canada will carry it through its pipeline facilities will re- 
sult in an average cost in excess of the cost of gas at a 
central point in the field of something approximating 17 


2534 


cents per thousand cubic feet at 100 percent load factor. 
That is an entirely reasonable price for such transmission 
cost. The cost therefor of the gas delivered to Northern 
Gas Company, 27 cents, 100 percent load factor, is well in 
line with the cost of gas that would result from carrying 
the gas comparable distances from other sources of supply 
to Northern Natural Gas Company. 


* * * *” * & * * a * 
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Q. Including in these consolidated dockets are also pro- 
posed interruptible service by Northern to Northern States 
Power Company for use at the Black Dog Electric Gen- 
erating Plant of the latter company, and the Grundy Cen- 
ter Municipal Electric Plant. 

Will you indicate the factors that influenced the com- 
pany’s judgment to seek authority for these services? A. 
Yes. 

In both cases, there is an interruptible off-peak sale of 
gas proposed which would provide a substantial source of 
revenue, not only to Northern Natural Gas Company, but 
to all the consumers on Northern Natural Gas Company’s 
system through the allocation of revenues available from 
those sources. 


* * * * 2 * * * * * 
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Comments of Counsel re Proposed Allocation of Gas 


Presiding Examiner: All you are saying, Mr. Scott, as I 
understand it, is that Northern has approximately 30,000 
Mef of gas to dispose of. 

Mr. Scott: That is right. 

Presiding Examiner: To dispose of that matter, the 
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allocation of the 30,000, plus the construction, and then 
carry forward in the manner indicated by Mr. Wolf, the 
construction and additional gas supply, and so forth, in- 
volved in the other dockets. 

Mr. Scott: That is right. It seems to me, on the basis 
it was proposed, I am assuming they are acting in good 
faith, that Aberdeen and Duluth and all these people, are 
going to be in a better position to get gas on that assump- 
tion than they ever have been before. 

Whether they are or not, I don’t know. That will be dis- 
closed as time marches on. 

I don’t think we ought to let any one or two of these 
people control the proceedings that affect all of us. I don’t 
believe it is consistent. 


* * * * * * * * * oo 
2830 
Ferninand Gagne (Recalled) 
By Mr. Jerome McGrath: 


Q. Mr. Gagne, is there any change in the estimated vol- 
umes of gas available to the Black Dog Lake Generating 
Plant in your present exhibits here than is shown in the 
exhibits 
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filed in the proceedings last September? A. There is a 
slight change, Mr. McGrath. 
Q. May I have those new figures, please? A. Yes, sir. 
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In Exhibit 38, page 68, line 19, column 3, our original 
estimate for sales to be made to the Northern States Power 
Company, Black Dog Lake Generating Station, were 13,- 
503,000 Mef for the first full year of operation of the pro- 
posed facilities. 

In Exhibit 107, on page 10, on line 14, our estimate of 
sales for a comparable period of time, for the 12 month 
period ending December 31, 1956, is approximately 313 bil- 
lion cubic feet for the system, of which Black Dog Station 
is approximately 14,400,000 Mcef. 

Q. Do you have any figure for the later years? What 
period of time does the 14,400,000 cover? A. The 12 month 
period ending December 31, 1956. 

Q. 1956? <A. Yes, sir. 

Q. Do you have any figure for 1957 or ’58? <A. No, sir, 
I do not. 

Presiding Examiner: Is there any further cross-examina- 
tion? 


(No response.) 


Presiding Examiner: Is there any redirect? 
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Mr. Wolf: No redirect, Mr. Examiner. 
I offer in evidence, Exhibits 103, 107, and 110. 
Presiding Examiner: Is there any objection? 
Without objection, Exhibits Nos. 103—— 
Mr. Jerome McGrath: Mr. Examiner, I want to ask one 
further question. 


By Mr. Jerome McGrath: 


Q. I understand directly that you are relying on the in- 
formation shown in Exhibit 107, insofar as the sales to 
Black Dog Lake are concerned, rather than Exhibit 38, is 
that correct? 

In other words, in our consideration of the Black Dog 
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Lake application, you are relying on the figure of 14,400,000 
rather than the figure shown in Exhibit 38? A. Yes, sir. 


* * * * ™ * * * 


John M. Hanley (Recalled) 
™ * * * Sd * * * * 

Q. I hand you a document for identification as Exhibit 
No. 108. I will ask you whether that exhibit was prepared 
by you or under your direction and supervision? A. It 
was prepared under my direction and supervision. 

Q. Mr. Hanley, does the document which has been 
marked for identification as Exhibit 108 show the total 
estimate of controlled reserves available to Northern as of 
December 31, 1954? <A. It does. 

Q. And in what amount? A. 8 trillion, 995 billion, 571 
million ecubie feet, referred to a pressure base of 14.73 
pounds per square inch absolute. 


* * * * * & 
Q. Does Exhibit 109 deal with the availability of gas on 


2835 
basis of a system capacity of 1 billion 130.6 million cubic 
feet per day, but excluding the attachment of any Canadian 
gas reserves? A. It does. 

Q. Mr. Hanley, does this Exhibit also encompass the 
potentiality of the sale by Northern to the Black Dog Lake 
Generating Station? A. It does. 

Q. The manner of preparation and methods used were 
identical to that you previously testified to with respect to 
Exhibit 7? <A. Yes. 

Q. Will you direct your attention to page one of the 
exhibit, Mr. Hanley. Do you show on that page the num- 
ber of years for which it is estimated that Northern can 
meet its peak day system input requirements? <A. Yes. 
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Q. And its estimated average day system input require- 
ments? A. Yes. 

Q. And its annual system input requirements? <A. Yes. 

Q. What is the period of time within which Northern 
will be able to meet its estimated peak day system input 
requirements? 

2836 
A. Fifteen years from January 1, 1955. A slight deficiency 
occurs in the 16th year in the amount of 5.6 million cubic 
feet per day in meeting a peak day which is approximately 
one half of one percent of the peak day input requirement. 

Q. What does the exhibit show with respect to the aver- 
age system peak day input requirements? A. The exhibit 
shows the average day can be fulfilled for 16 years through 
January 1, 1955, with the first deficiency occurring the 17th 
year in the amount of approximately 32 million cubic feet 
on an average day, which represents an approximate de- 
ficiency of 3.4 percent. 

The annual deficiency occurs in the same year, of course, 
as the average day. 

Q. And in the same percentage amount? A. Right. 

Q. Mr. Hanley, have your working papers and under- 
lying data with respect to these exhibits which you have 
testified to been made available to the Staff of the Federal 
Power Commission? A. Yes, sir. 

Mr. Wolf: We have no further questions of this witness, 
Mr. Examiner. 

Presiding Examiner: Is there any cross-examination? 

Mr. McGrath: I have one question. 


Cross-examination 
2837 
By Jerome McGrath: 
Q. You say, Mr. Hanley, that the Black Dog Lake sales 
are included in this exhibit. Could you indicate to me 
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where in this exhibit they are included, what specific item? 
A. They are included as a part of the overall requirements 
of the system for gas, which includes and encompasses the 
prospective sale of gas to the power station to which you 
refer. 

Q. Is that shown on page one of the exhibit, under the 
Black— A. In the descriptive heading. 

Q. Annual system input deliveries? A. Yes. 

Q. What figure did you use in computing your annual 
requirements for the Black Dog Lake Plant? A. I under- 
stand you to inquire, is page one inclusive to prospective 
sales to the Black Dog Power Station? 

Q. That is correct. A. My answer is yes. Now, what 
is your next question, sir? 

Q. What figure did you use for the Black Dog Lake Plant 
for the estimated annual deliveries? A. I would refer 
you to page 20, the extreme right-hand column indicates 
an annual—and the last figure on the bottom indicates an 
annual input delivery of 343 billion, 929 million 
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cubic feet. Three figures above that say sales volume of 
312 billion, 777 million cubic feet. 

Moving to the left two columns, and still on the sales line, 
or in the second column of Arabic numbers, you will find 
sales estimated at 298 billion, 352 million cubic feet. 

The caption for the last referred to figure is excluding 
sales to Northern States Power Company for Black Dog 
Station. The prior referred to figure of 312 billion, 377 
million is inclusive of estimated sales to Northern States 
Power Company for Black Dog Station. 

Q. There would be the difference between 298, 312, and 
377, is that right? A. Yes, sir. 
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2852 & 2853 
Oral Argument Before the Commision 
BEFORE THE 
FEDERAL POWER COMMISSION 
Docket No. G-2409 


In the Matter of: 
NortHern Narurat Gas Company 


Hearing Room ‘‘G-H’’, 
Federal Power Commision, 
441 ‘*G’’ Street, N. W., 
Washington, D. C., 

Thursday, December 15, 1955. 

The above-entitled matter came on for oral argument 
pursuant to recess, at 10:00 o’clock a. m. 

Before: Jerome K. KuyKkenpati, Chairman; FREepEeRIcK 
Srusecx, Member; Wri11am R. Connote, Member. 
APPEARANCES : 

Justin R. Wotr, 1625 ‘‘K’’ Street, N. W., Washington, 
D. C., appearing on behalf of Northern Natural Gas 
Company. 

JEROME J. McGratn, of the firm of McGrath and Mc- 
Grath, 324 Shoreham Building, Washington, D. C., 
appearing on behalf of the National Coal Associa- 


tion, et al. 
Auvin A. Kurtz, appearing on behalf of staff counsel. 
« * ° a 4 * ® * * * 


2920 
Ora, ARGUMENT ON BEHALF OF THE STAFF OF THE FEDERAL 
Power Commission By Atvin A. Kurtz 


Mr. Kurtz: Mr. Chairman, and members of the Commis- 
sion, my name is Alvin A. Kurtz, Staff Counsel. 
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This proposed sale, 14,400,000,000 cubic feet annually, 
to Northern States Power Company for boiler fuel repre- 
sents approximately 414 percent of Northern’s total annual 
sales. Northern now contends it has 9 trillion cubic feet 
which constitutes a 26-year gas supply. At the time of 
filing this application in April of 1954, it claimed reserves 
equal to approximately 29 years supply, three years longer 
than is now contended. 

Now, relating, however, these reserves to what Northern 
can do with them, take its present saleable capacity of 
1,130,600,000 cubic feet per day, Northern estimates that it 
can meet its fuel peak day requirement for gas input into 
its system of 1,244,000,000 for fourteen years, from Jan- 
uary 1, 1956. The figures that Mr. Wolf, and where we 
differ is where we start picking up from the exhibits that 
were put in. I take it from January 1, 1956. He has gone 
back of the exhibits and carried it back a little bit further. 

Now, the full annual requirement of Northern of 324,- 
937,000,000 cubic feet is for fifteen years. And I am speak- 
ing now of fuel requirements, both annual and peak. The 
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fact of the matter is when you use the reserves to the years 
supplies, they will last a lot longer than 26 years. They 
might last twice that long because they cannot get them 
out of the ground. But this is what Northern says it can 
do with the reserves that it has. 

Now, at the time of the hearing that we had in January 
of 1955, Mr. Handley, Northern’s Vice President in Charge 
of Production, stated that Northern had a supply capable 
of meeting its peak day requirements for 13 years, from 
January 1 of 1954. And I will relate that as of now. 

That is an 1ll-year supply. Now, Northern’s contentions 
as to reserves have not always been consistent. It was in 
October of 1954 that Northern considered its present sup- 
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ply inadequate to meet its present and future demands. 
And they filed the application to import gas from Canada. 

At the hearing in January of 1955, Northern estimated 
its reserves at 10 trillion 701 billion 9 million cubic feet, 
of which I trillion 300 billion were available to it from 
Canada. These reserves represent an ability to meet 
Northern’s present and proposed customers’ full require- 
ments for fourteen years from January 1 of 1956, both 
as to peak and annual requirements. 

Now, at that same hearing in January of 1955, North- 
ern’s President was undecided if he wanted a certificate 
granting the application applied for without Canadian gas, 
and stated he would have to give the question further con- 
sideration. 
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Now, further consideration was given to this question. 
And on February 4, 1955 Northern in its answer to motions 


to dismiss stated ‘‘Northern’s decision to seek a Canadian 
gas supply was made only after long and earnest considera- 
tion of the best means whereby Northern could discharge 
its primary responsibility to assure for an extended period 
an adequate gas supply for the customers it serves.”’ 

Now, at the close of the hearings on Northern’s 1955 
construction program, as Staff Counsel I raised no objec- 
tion to moving out the Black Dog application. At that 
time Northern had before it this potential supply of gas 
from Canada, and it had also tied in all of its pending ap- 
plications to this Canadian supply. 

Now, as the record now stands, Northern has lost this 
Canadian supply of gas, and it still seeks to render the 
proposed service from the same sources. 

Now, Northern, by their application that Mr. Wolf 
referred to of September 12, 1955, claims an ability to meet 
its full peak day and annual requirements for 13 years 
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from January 1 of 1956. That is only a few days away. 
And in order to meet the peak day requirements beginning 
next year, it proposes to withdraw 50 million cubic feet of 
gas from storage which has not yet been authorized. 

It may be that Northern’s showing of gas supply to 
serve its present and new demands at the coming hearing, 
if they have 
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this additional reserve that Mr. Wolf was talking about 
that comes into play, it might justify reserve-wise a grant- 
ing of the application. But as the record now stands in 
this case, the application would have to be denied. This 
is anew market. It is not a question of attaching markets 
to supply connected customers, but it is a new market on 
the same existing reserves. 

Now, I hadn’t planned on talking about cost, but I was 
startled. I understood Mr. Wolf to say that the Commis- 
sion could put the entire $1,200,000 that it claims into the 
demand component. Northern would be the first to object 
to it. No question about that. Now, what he is talking 
about is that it was found in the rate case, and it was called 
to his attention a demand component of $2.07 and a com- 
modity component of 26 cents. 

Now, that would apply to the jurisdictional business. 
All right. You allowed and permitted, and properly so I 
will say, a changing of that rate, some of it over to the 
demand component. In other words, you gave the company 
the leeway. But that doesn’t affect the cost on the non- 
jurisdictional business. The cost still remains the same. 
They don’t shift the 26 cents anywhere. That is out. That 
has nothing to do with it. You have nothing to do with 
that cost. 

Sure Northern will make, according to its figures, a mil- 
lion two hundred thousand. And it claims a return of 6 
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percent. Certainly they are not going to put their com- 
modity cost down to that figure. 

I am not a streetcar rider; but if I would go down to 
the track company and say look, you are stopping between 
my stops anyway; I will give you a nickel; you will still 
make the nickel. They would. But they certainly are not 
going to charge everybody that same rate. They would 
go broke. And that is just exactly what it means. They 
are going to charge all of their industrials 14. cents which 
they say is a 61% percent return? No. 

Thank you. 
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EXHIBIT NO, 1 


16“ LINE A TO 
MINNEAPOLIS 


26" LINE C FROM 
MINNEAPOLIS MINN. 
T.B.S. NOTA! IB- 
1c 


CEDAR AVE. 
° TING STATION 


16 LINE 8 FROM MINNEAPOLIS MINN. 
7.0.3. NO. 1A-18-1C 


ALL IN TWP, 27N-R23 & 24W 
DAKOTA COUNTY. MINNESOTA 


LEGEND NORTHERN NATURAL GAS CO. 


PRESENT PIPELINES 
-—=—-— PROPOSED PIPELINE IN PROPOSED PIPELINE TO 
BLACK DOG LAKE POWER PLANT 


THIS APPLICATION 
SHOWING APPROX. LOCATION 


SCALE: 1 2000° DATE: 3-24-54 





155 


2938 








SXHIBIT NO. 2 


Powen PLANT [ }-- 48° —_—__— 
(15.438" 1.0.) 


Ult imate-100 


pe ee 


NORTHERN NATURAL GAS CO. 


SCHEMATIC GAS FLOW DIAGRAM 
AND CALCULATIONS 
BLACK DOG POWER PLANT BRANCH LINE 
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Exhibit No. 3 
NORTHERN NATURAL GAS COMPANY 


SUMMARY OF ESTIMATED COSTS: 


Facilities to serve the Black Dog Lake Power Plant near 
Minneapolis, Minnesota. 


I. Meter & Regulator Station 
(on Cedar Ave. Lot) $ 21,700.00 


II. 7500’ of 16” O. D. branch line 
(incl. side valve) 106,400.00 


IIT. General Overheads and Interest 
During Construction 2,900.00 


Total Estimated Cost $131,000.00 








2941 


NORTHERN NATURAL GAS COMPANY 


AstimaTeD Cost to Construct a METER AND REGULATOR 
Station to Serve Buack Doc Power Puant, Daxkora 
County, Minnesota 


Unit 
Description : Price Amount Total 

Materials: 

16’ x 18’ Columbian steel bldg. 820.00 $ 820,00 
6’ x 10’ Columbian steel bldg. 290.00 290.00 
Form lumber 40.00 
Reinforcing rod 50.00 
Insulation materials 100.00 
Electrical materials 50.00 
Wall heater 95.00 95.00 
6” Fisher 4100D-57 K regulators 730.00 1,460.00 
1” Fisher #739 BT regulator 12.50 12.50 
10” Ser 15 orifice meter runs 800.00 2,400.00 
10” Ser 15 slip-on welding flanges 9.50 57.00 
Gaskets & bolts (10” Ser 15) 10.25 123.00 
10” Nord #1169 flanger plug valves 250.00 1,500.00 
6” Nord #1589 flanged plug valves 192.00 1,536.00 
6” Ser 30 slip-on welding flanges 8.50 204.00 
6” Powell #625 L&W relief valve 175.00 350.00 
16” butt welding cap 18.75 112.50 
6” x 16” welding saddle 13.00 78.00 
10” x 16” welding saddle 26.00 156.00 
Gaskets & bolts (6” Ser 15) 2.75 66.00 
6” Midwest 90 deg LRLT welding ell 11.00 66.00 
10” ditto 42.00 252.00 
16” Midwest std welding tee 197.00 394.00 
16” Nord #1587 FPV w/ext. stem 1,050.00 1,050.00 
16” Ser 30 slip-on welding flanges 64.00 128.00 
Gaskets & bolts (16” Ser 30) 24.00 48.00 
16” x 26” welding saddle 41.00 41.00 
6” Midwest std welding tee 28.00 56.00 
16” OD PE line pipe %” wall 4.15 415.00 
Misc, materials 500.00 
Orifice meter instruments 300,00 900.00 
Temperature recorder 175.00 


Total Materials $ 13,525 
Company Labor & Auto-Mech. Equip.: 
Install 16’ x 18 building 
Install 6” x 10’ building w/insulation, etc. 
Install 6” regulator runs w/headers 
Install 16” side valve 
Install 10” meter runs w/headers 
Install 16” OD line pipe 
Mise. extra work, etc. 


Total Company Labor & Auto-Mech. Equip. 
Add for Payroll Taxes 


Total Estimated Cost 
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NORTHERN NATURAL GAS COMPANY 


Est. Cost ro Construct Approx. 7500’ or 16” O. D. Branca 
LinE FROM THE CEDAR AVENUE, Meter & Ree. Sta. ro 
THE Buack Doe Power Puant Auz in Daxora County, 
MINNESOTA 


Unit 
Description Quant. i Amount Total 


Materials: 


16” O.D. line pipe %4” wall 42.0534/ft. 6000’ $19,500.00 
16” O.D. line pipe .843 wall 1374/ft. 1000’ @ 10,500.00 
16” O.D. line pipe %”wall 62.5794/ft. 50 : 
16” Casing Bushings 

16” Casing Insulators 

16” Split weld sleeves 

24” O.D. line pipe %” wall casing 

3%4” O.D. line pipe .216” wall vents 

Primer 

Enamel 

Wrapper 

6” Nord. #1169 F.P.V. 

6” Ser. 15 slip-on weld fige. 

6” Ser. 15 blind weld flange 

Gaskets & Bolts 

6” x 16” welding saddle 

Mise. Materials 

16” Nord. #1167 F.P.V. w/ex. stem 

16” Ser. 15 Slip-on weld flanges 

Gaskets & bolts 

Mise. materials 


Total Materials 


Contract Labor: 


For loading, hauling, stringing, ditching, 
cleaning, priming, enameling, 
welding, lowering-in ackfill, 
dredging, test and all necessary work to 
install 16” O.D. line pipe 7500’ : $63,750.00 
Total Contract 
Company Labor s aalianiaae inspection field 
eering, etc. 
Sinsaeer Auto-Mech. Equip. 
R-O-W and Damages 


Total Estimated Cost 
@ * * 
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EXHIBIT NO. 7 
NORTHERN NATURAL GAS COMPANY 


ESTIMATED AVAILABILITY OF GAS FOR FULFILLING INPUT DELIVERIES 
REQUIRED FOR SYSTEM SALABLE CAPACITY OF 1,100 MMCF PER DAY 


Millions Cubic Feet @ 14.73 Poia 


Schedule 1: Excluding Sales to Northern States 
Power Company at Black Dog Station 


Detail 1 2 3 4 5 
Pages 
Source Field Ri tine 1954 3195. 1956 itt, —i28_ is 
ESTIMATED PEAK DAY Dorchester - Huber - KNGP and Others Panhandle u-5 84.7 19.7 79.7 79.7 19.7 
SYSTEM INPUT DELIVERIES Phillips Petroleum Gray Plant Panhandle 45.8 45.8 45.8 45.8 45.8 
ee Kerr-McGee 7 7.3 17.3 17.0 16.8 16.6 
Phillips Petroleum Dumas Plant Panhandle 8 39.8 39.8 39.8 39.8 39.8 
Permian Basin Pipeline Company Pipe Line 9 200.0 300.0 300.0 300.0 300.0 
Shamrock Oil & Gas Corporation Panhandle 10-17 130.1 125.3 124.5 120.8 119.1 
Kansas and Oklahoma Hugoton Hugoton 18-20 596.8 590.5 593.6 597.5 599.6 
Other Sources Miscellaneous 23 5.7 6.2 4.2 4.2 4-0 
Total 1 110.2 1 204.6 1 204.6 1 204.6 1 204.6 14 
Deficiency in Required Input Deliveries in MMCF -- -- -- -- <a 
% -— -- con -- — 
ESTIMATED AVERAGE DAY Dorchester - Huber - NNGP and Others Panhandle 4-5 84-7 19.7 79.7 79.7 79.7 
SYSTEM INPUT DELIVERIES Phillips Petroleum Gray Plant Panbandle 6 45.8 45.8 45,8 45.8 45.8 
: a Kerr-McGee 7 7.3 17.3 17.0 16.8 16.6 
Phillips Petroleum Dumas Plant Panhandle 8 39.8 39.8 39.8 39.8 39.8 
Permian Basin Pipeline Company Pipe Line 9 168.8 263.0 270.8 270.8 270.8 2 
Shamrock O11 & Gas Corporation Panhandle 10-17 130.1 125.3 124.5 120.8 119.1 
Kansas and Oklahoma Hugoton Hugoton 18-20 32h.6 313.8 315.6 323.5 325.7 
Other Sources Miscellaneous 23 é 6.2 4.2 4.2 ko 
Total * 806.8 890.9 897.4 901.4 901.5 
Deficiency in Required Input Deliveries in MMCF -- ~o -- oe oo 
ESTIMATED ANNUAL Dorchester - Huber - NNGP and Others Panhandle 4-5 30 916 29 090 29 090 29 090 29 090 9 
SYSTEM INPUT DELIVERIES Phillips Petroleum Cray Plant Panhandle 6 16 711 16 711 16 711 16 711 16 711 16 
Kerr-McGee 7 2 661 6 305 6 213 6 12h 6 O46 5 
Phillips Petroleum Dumas Plant Panhandle 8 14 521 14 521 14 521 14 $21 14 520 an 
Permian Basin Pipeline Company Pipe Line 9 61 618 96 008 98 848 98 848 98 848 98 
Shamrock O11 & Gas Corporation Panhandle 10-17 47 503 45 719 45 436 hs 096 43 485 ha 
Kansas and Oklahoma Bugoton Bugoton 18-20 118 480 114 585 115 196 118 12 118 885 120 
Other Sources Miscellaneous 23 2 090 2 274 1 540 1 540 146 et 
Total *294 500 325 213 327 555 329 Oke 329 052 329 
Deficiency in Required Input Deliveries in MMCF -- -- -- == “< 


275.0 Sales plus 26.2 Company use and unaccounted for less 10.7 "Spot Gas” 
purchases plus 4.0 Net Exchange Gas returped to others equals 204.5 for year 1954, 
or 806.8 per day to be withdrawn from reserves. 





300.0 
115.6 


660.7 696.0 


ko 3.8 
1 204.6 1 204.6 








WORTHERN NATURAL GAS COMPANY 


ESTIMATED AVAILABILITY OF GAS FOR FULFILLING INPUT DELIVERIES 
REQUIRED FOR SYSTEM SALABLE CAPACITY OF 1,100 MMCF PER DAY 


Millions ic Feet @ 14.73 Psia 
Schedule 2: Including Sales to Northern States 
Power Company at Black Dog Station 
Source 
Dorchester - Huber - NMGP and Others 
Phillips Petroleum Gray Plant 
Kerr-McGee 
Phillips Petroleum Dumas Plant 
Permian Basin Pipeline Company 
Shamrock Oil & Gas Corporation 
Kansas and Oklahoma Hugoton 
Other Sources 


Total 


1 204.6 1 204.6 1 204.6 


Deficiency in Required Input Deliveries in MMCF 
$ 


? 


Dorchester - Huber - NMGP and Others 
Phillipe Petroleum Gray Plant 
Kerr-McGee 


, 
, 
a 
‘ 
f 
. 
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Phillips Petroleum Dumas Plant 
Permian Basin Pipeline Company 
Shemrock 011 & Gas Corporation 
Kansas apd Oklahoma Hugoton 
Other Sources 


Total 


Deficiency in Required Input Deliveries in MKF 
4 


Dorchester - Huber - NNGP and Others 
Phillips Petroleum Gray Plant 
Kerr-McGee 


Pete ES eT EsD A A BET 


Phillips Petroleum Dumas Plant 
Permian Basin Pipeline Company 
Shemrock O11 & Gas Corporation 


FEE arn 


Kansas and Oklahoma Hugoton 


w 
sa] 


Other Sources 


wr 


Total 


Deficiency in Required Input Deliveries in MMCF 


* 275.0 Sales plus 26.2 Company use and unaccounted for less 10.7 “Spot Gas” 
purchases plus 4.0 Net Exchange Gas returned to others equals 294.5 for 
year 1954, or 806.8 per day to ve withdravn from reserves. 


02 Sec 


PRRs nen ees a - 





300.0 
115.6 


660.7 


eee ees ne: eee: oO 


1 208.6 


Ye 4h3 


19-7 
11.9 
300.9 
114.1 


696.0 


1 204.6 


167 433 
1 
342 443 


79.7 
10.9 
300.0 
123.0 


698.0 


1 204.6 


168 163 
12 
342 43 


342 4b 


We Wb 


32 3 


65 258 
3 650 


226 498 


308 218 


3 225 
10.0 


57 359 
2 466 


215 957 


287 608 


54 835 
16.0 


47% 280 
112 496 
50 317 
87 12h 
1 826 917 
685 010 
3 433 053 
1 


6 688 926 





MORTHERN NATURAL GAS _COMPARY 
, Schedule Showing Effect of Sales to Northern States Power Company 
at Black Dog Station on Estimated Input Deliveries 
from Hugoton Field of Kansas and Oklahoma for Fulfilling 
¥ Input Deliveries Required for System Capacity of 1,100 mcF/Day 


o- Volumes in Millions Cubic Feet @ 14. 


Oklahoma With No Gas Sale at Black Dog - Schedule 1 1 596.8 590.5 593.6 597.5 599.6 6oh.b 660.7 


» Cumnlative Increase of Average Day Input Deliveries from Hugoton Field n 172.6 209.3 
of Kansas and Oklahoma Due to Gas Sale at Black Dog - 25.0 62.5 99.2 135.9 T2 


° Ammal Input Deliveries from Engoton Field wal 1 
of Kansas and Oklahoma With No Gas Sale at Black Dog - Schedule 1 1 108 480 1s 585 15 196 8 112 118 885 120 629 TT 


Annual Input Deliveries from Hugoton Field a p 2 > 276 13% 020 15% 568 
of Kansas and Oklahoma With Gas Sale at Black Dog - Schedule 2 2 118 480 123 691 128 870 131 50 1 


Increase of Annual Input Deliveries from Hugoton Field 
of Kansas and Oklahoma Due to Gas Sale at Black Dog - 9 106 13 67% 13 390 13 391 13 391 13 391 


Cumilative Increase of Anmal Input Deliveries from Hugoton Field . 
of Kansas and Oklahoma Due to Gas Sale at Black Dog - 9 106 22 780 36 170 49 56 62952 7% 33 








15% ok2 154 772 155 23% 159 651 16% 637 168 536 172 691 176 248 180 761 220 412 232 192 229 823 a0 at 3:226 90 


68 167 433 168 163 168 625 173 ob2 178 028 181 927 186 082 189 639 19% 152 223 7 2% 319 226 8 25 78 OB 


13 392 13 392 13 392 13 391 13 391 13 391 13 392 13 392 13 392 13 392 13 369 4 127 (3 325) (+ 96%) 206 069 


76 343 89 73 103 125 116 516 129 907 143 298 156 689 170 080 183 &72 196 862 210 20 21k 358 211 033 206 069 





BASIC DATA aoe aS PAL wenn ees OF GAS. pein 


Eugoton Field of Kansas and Oklahoma 


State 

Commission 

Adjusted Average 
Net Delivere Shutein 


Number abdilit: Pressure 
of ~ 
sewer ct sur foe BEER oe 


All Producers, as taken 


from July, 1954 (Kansas) 
and June, 195% (Oklahoma)) 2 240 2 603.8{a) 364. 
State Proration Schedules 


Additions to attain 


Ultimate Development 
Northern Nat. Gas Prod.Co. & 104.7 425.0 
Other Producers 4, -0 


Total Additions 90 109.2 425.0 
GRAND TOTAL 1 330 2 913.0 368.5 


Pressure 
Times 
Number 


of Wells 


451 856 


34 425 


38 250 
490 106 5 381 709 


(a) Incorporates a 4.2% reduction in adjusted deliverability for Hugoton-Plains 
Gas and O11 Company to account for gasoline plant fuel and shrinkage. 


XXXXXXXXXXXKXXXXX 


Atmospheric Pressure is assumed to be 14.4 psi 


XXXXXXXXXXXXXXXX 


Average Pressure 6-30-53 Plus 10.0 Pounds Stabilization Increment 316. 3 
Estimated Abandonment Pressure 


Available Pressure 6-30-53 


Reserves 12-31-53 
Withdrawals from Reserves 6-30-53 through 12-31-53 


Reserves 6-30-53 
Reserves 6-30-53 per pound of available pressure equal, 


5 459 987 + 303.5, or 17 990 MMCF-14.73/pound 


XXXXXXXXXXXXXXXX 


2.5 
5 361 709 
— 28 


5 459 987 











ESTIMATED AVAILABILITY OF GAS FROM 
RESERVES CONTROLLED BY NORTHERN NATURAL GAS COMPARY 


Hugoton Field of Kansas and Oklahoma 
MMCF-14 73 


Schedule 1: Excluding Sales to Northern States Power Company at Black Dog Station. 


mf 


6-30-53 
12-31-53 (6-Mo.) 


5 &59 987 
7% 278 5 381 709 
196 8 = § 263 229 
7 3s 5 18 6h 

539 = 5: 033 -LB 
Sub 61 & 915.336 
663 536—s «796-11 
7h 165 675 822 
9% 3k2 «= 53h OS 
079 38h «= 380 603 
23h 156 & 225 831 
389 390 «= 070: 597 
5L9 Ohl = 3: «910 916 
713 678 3863: Th6 309 
882 21h 3577 773 
06h 905 3 5 0B2 
231153 3 228 83h 
411 91h = 33: O18 (073 
622 3206 0=—_« 2: 8377 641 
854518 2 605 li 
06k 342 2 37% 46 
305 2620 (_ 2:15h 725 


BSSES axBRG RESER EE 
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ESTIMATED AVAILABILITY OF GAS FROM 
RESERVES CONTROLLED BY NORTHERN NATURAL GAS COMPANY 


Hugoton Field of Kansas and Oklahoma 
MMCF-14 73 


MBERE GRACE BESHA 
BECEE GREE SEBER 


Excluding Sales to Northern States Power Campany at Black Dog Station. 
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BARSE SRIEB SRSER F 
RESES SRISE VASES GELS 38 


(  Stut-in Pressure at End of Year 
-Hour —Hour 2 to Previous, 
—Peig___ psig psia*Pe _(Pc)" Year End Po" 


368.5 
36h-2 


Ratio of (Ratio of ,).85 

) Year End Pe® (Year End Pe*) 

i (to Previous ) 

(Year End Pc) 
977 2980 
5 2970 
96 971 
96 971 
96h, 969 
962 968 
962 968 
95k 961 
99 956 
947 955 
96 954 
92 -950 
90 919 
93S Ash 
0933 9B 
928 938 
0925 0936 
2908 921 
893 -908 
-888 90h, 
888 904 
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Daily 
Volume of 
Previous 
Year End 
Deliver- 


ability 


% Maximum ¢% Average 
: Daily 





Volume of 
Previous 
Year 
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BASIS FOR DETERMINATION OF ANNUAL VOLUMES WHEN 
MAXIMUM DAY VOLUME AVAILABLE IS LESS THAN 
AVERAGE DAY REGUIREMETS FOR CERTATN MONTHS 
MACF-14.73 (Schedule 1) 
Jamuary February Mareh April May 
Daily Average Input, 
Delivery Requirements ) 1174.1 1118.0 1 059.9 985.9 751.5 
1971 Max. Day 1 099.3 1099.3 1 059.9 985.9 751.5 
Annual. 
1972 Max. Day 991.8 991.8 991.8 = i. 
remaee 985.9 751.5 
1973 Max. Day 890.5 890.5 890.5 890.5 751.5 
Annual 


October 


912.3 


912.3 


912-3 


890.5 


166 





| Total 


329 052 


10 676.9 
32h 756 


10 242.5 


| 311 513 


9 618.8 


| 292 572 
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‘ 21 
_ ESTIMATED AVAILABILITY OF GAS FROM | 
e RESERVES CONTROLLED BY NORTHERN NATURAL GAS COMPANY | 


Hugoton Field of Kansas and Oklahoma 
s MMCP-1' e { | 


ia Schedule 2: Including Sales to Northern States Power Company at Black Dog Station. 
> 
% Maximum % Average 
, Daily 
Volume of Volume of 
: Reserves Pressure Ratio of (Ratio of _).85  Deliver- Previous Previous 
} Maximum Average Remaining Decline (_ Shut-in Pressure at End of Year ) Year End Pe* (Year End Pe*) ability Year End Year End 
Daily Daily Annual Cumulative End of for Annual Stabilized ?e-Hour /e-Hour 2 to Previous (to Previous.) at End Deliver- /Deliver- 
Year Volune Volume Volume = Volume Year Volume psig psig psia=Pc (Pc) Year End Pc? (Year End Pe?) of Year ability ability 
< 6-30-53 5 459 987 378.5 368.5 382.9 146.6 1 913.0 | 
- 12-31-53 (6-Mo.) 7 278 78 278 =: 381: 709 hk 37-2 364.1 378.5 113.3 977 980 1 874.7 
® 596.8 32h.6 118 180 196 758 5 263 229 6.6 367.5 357.5 371-9 138.3 0965 -970 1 818.5 31.8 | 1763 
1955 590.5 338.8 123 691 320 Wig Ss 55: «139 538 6.9 360.6 350.6 365.0 133.2 -963 968 1 760.3 32.5 18.6 
x 1956 593.6 353-1 128 870 hg 319 5 010 668 Te2 353. 343-4 357.8 128.0 961 967 1 702.2 33-7 | 20.1 
1957 597.5 360.2 131 502 S580 821 879 166 7.3 346.1 336.1 350.5 122.9 0960 -966 1 644.3 3561 21.2 
1958 599.6 362.4 132 276 713 097 = & 7h6 890 7-4 338.7 328.7 343.2 117.7 958 96, 1 585.1 36.5 | 22.0 
> 1959 604.4 367.2 13h 020 84,7 117 4 612 870 7-4 331.3 321.3 335-7 112.7 958 964, 1 528.0 38.1 23-2 
660.7 423.5 15h 568 100168 # & 458 302 8.6 322.7 312.7 327.1 107.0 IL9 956 1 460.8 Sn ne 7 
1961 696.0 158.8 167 133 «2116908 =k 290 86 9.3 313-4 303-4 317.8 101.0 a) AN 0952 1 390.7 47-6 | (3164 
1962 698.0 160.8 168 163 =. 11: 337 281 ~—S—s «2122 706 9.3 304.1 29h.1 308.5 $02 93 e951 1 322.6 50.2 = 33-1 
” 1963 699.2 462.0 168 626 1505 906 3 954 081 9-4 294.7 264.7 =. 2991 89.5 90 ILO 1 255.1 52.9 | 34-9 
> 1964, 711.3 47.1 173 OL2 «§=6©61 678 948 = 33: 781.:039 9.6 285.1 275-1 «= 289.5 83.8 936 OLS 1 186.1 56-7 | 37.8 
1965 725-0 187.8 178 028 61856976 3 63011 9.9 275-2 265.2 279.6 78.2 933 93 1 128.5 61.1 | 41.1 
> 735 07 ° 181 927 2 038 903)—s 33:2 08 10.1 265.1 255.1 269.5 72.6 -928 -938 1 049.2 65.8 heb 
1967 747.0 ° 186 062 2 22h 985 3 235 002 10.3 254.8 244.8 25922 67.2 0926 937 983.1 T1-2 L8.6 
4 m 519.6 189 639 2 hh 62h 3 OLS 363 10.5 2hh.3 23.3 218.7 61.9 921 0932 916.2 77.0 | 52.9 
} 1969 793-4 531.9 19h 152 2608 776 0«=«62 851 22 10.8 233.5 223-5 237.9 56.6 91h 926 8L8.4 86.7 | 58.1 
1970 818.) 613.1 223 781 2832557 #2 627 30 12.4 221.1 211.1 3=s_ 225.5 S09 2899 913 77.6 100.0 72.3 
nt 1971 774.6 647.4 236 319 «=—s« 33: 068 876— ss 2 39. 13.1 208.0 198.0 212.4 b5.1 886 2902 698.7 100.0 , 83.6 
H 1972 698.7 620. 198 =—s-_«-33- 295: 37h )=S ss 2 «16, 63 12.6 195-4 185.4 1998 39.9 885 901 629.5 100.0 | 88.8 
1973 629.5 591.7 215 957-351. 331—Sss 1 «OLB 6&6 12.0 183.4 173-4 187.8 35.3 885 901 567.2 100.0 94.0 
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BASIS FOR DETERMINATION OF ANNUAL VOLUMES WHEN 
MAXIMUM DAY VCLUME AVAILABLE IS LESS THAN 


~ AVERAGE DAY REQUIREMENTS FOR CERTAIN MONTHS 


January February March April lay june __July__  _August_ September 
Daily Average Input ) 


Delivery Requirements 117h.1 121388.0 1068.6 1032.1 802.8 708.1 710.6 687.8 765.7 
Annual 

1970 Max. Day 1173-4 1238.0 1068.6 1032.1 802.8 708.1 710.6 687.8 765.7 
Annual 

1971 Max. Day 1028.2 1028.2 1028.2 1028.2 802.8 708.1 710.6 687.8 76567 
Annual 

1972 Max. Day 922.6 922.6 922.6 922.6 802.8 706.1 710.6 687.8 765-7 
Annual 

1973 Max. Day 825.8 825.8 825.8 825.8 802.8 708.1 710.6 687.8 765.7 











BASIS FOR DETER: INATION OF ANNUAL VOLUKES ‘HEN 
MAXIMUM DAY VCLUKE AVAILABLE IS LESS THAN 
FOR CERTAIN MONTHS 





Daily Average Input 
Delivery Requirements 


1970 


1971 


1972 


1973 


Annual 


Max. Day 
Annual 


) 
) 


> A 


1174.2 


1 173-4 


1 028.2 


922.6 


825.8 


April _ 


1 032.1 


1 032.1 


1 028.2 


922.6 


825.8 


2568 


22 


—Sune_ _ duly August. September _October 
708.1 710.6 687.8 765.7 968.1, 
708.1 710.6 687.8 765.7 968 .h 
708.1 710.6 687.8 765.7 968.) 
| 708.1 710.6 687.8 76507 922.6 
708.1 710.6 687.8 765.7 825.8 


168 


November 


1 072.9 


1 072.9 


1 028.2 


922.6 


825 .8 
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28706 | 
ya ESTIMATED AVAILABILITY OF GAS FROM 23 | 
& RESERVES CONTROLLED BY NORTHERN NATURAL GAS COMPANY | | 
. Miscellaneous Sources of Supply 

| 

4 MMCF-14.73 
» 

( Otis Field ) ( Pewee Rock Area ) (North Hutchinson Field) ( Ashland Field ) ( McKinney Field ) ( Beaver County, YC mise ; 
is ( in Kansas ) (4m Kansas) «= (_____in Texas) Ss (____in Kansas) «= (___ in Kansas 4) (__ Oklahoma i) ss (_|_—s Available _—is*?) 
> _Daily = _Anpual =_ Daily _Annual —Daily Annual _Deily Annual __ —Deily Anpual = _ Daily  _Amnuel § _(Deily = Annual 
. 1 2.¢ 730 a 48 2.8 505 1.0 365 9 365 2 1 | 5.7 2 096 

a 2.0 748 -- -- 1.5 548 1.0 365 1.5 536 2 77 6.2 2 27h 
1956 ois =~ -- -- 1.3 548 1.0 365 1.5 550 .2 TI | &.2 1 Sho 
: 1957 we joie a -- 25 548 1.0 365 1.5 551 2 76 4.2 1 540 
1958 = -- -- -- 2.5 548 1.0 365 15 554 -- | &LO 1 467 
- 1959 _ -- -- -- s 548 1.0 365 i 554 ~< a | &.0 1 467 
1960 -- -- - -- 1.5 548 1.0 365 1.5 554 -- a= | eo 1 467 
1962 is Bes ae = 1.5 548 8 282 1.5 563 -- -- | 3.8 1 393 
1962 ni -- -- -- hee 548 -- -- 1.5 222 -- -- | 3.0 1 100 
1963 te “o - -- 2.5 548 -- -- 1.5 552 -- -- | 3.0 1 100 
1964 — a = -- p Ie 548 = == 1.5 52 5 ee 380 1 100 
1965 _ -- -- -- 1.5 S48 -- -- 1.5 g5e -- -- 3.0 1 100 
1966 site — oo -- 1.5 548 -- -- 1.5 552 -- -- 3.0 1 100 
e 1967 —_ -- -- oe 5 222 oe 2 5 511 ai Se) 2.u 733 
1968 o- -- -- -- -- -- -- -- i 258 -- = Lowa 258 
1969 on _ wes oe -- -- _ -- -- o- = ao — 
1970 oo _ -- -- mn -- -- -- -- o- - -_ wie 
- 1971 si insu aie a a sm a we oo oe ui eas ies 
1972 - i eo a wo -- -- -- -- -- -- oo ot 
1973 a as a = oe -- -- -- -- -- -- = a 
e | 
Total 1 478 48 7 303 2 837 7 74 307 | 19 729 
i 
$ 
x 
r | 
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TPC. 


Levent 


NORTHERN NATURAL GAS COMPANY 


Determination of Estimated Peak Day 


Average and Ann nput Deliveries for 
System e Capacity of 1,100 MMCF/D: 


MMCF-14.73 


PEAK DAY 


Peak Day Sales 
Fuel and Use at 7.7% of Sales 
Unaccounted For at 1.8% of Sales 


Peak Day Input Deliveries 


1958 
1955, 1956  _ 1957, and Beyond 


Excluding Sales to Black Dog 


Sales ’ 91 299 053-300 420 300 420 
Fuel and Use 862 23 027 23 132 23 132 
Unaccounted For 4 4 

213 


Annual Input Delivery 325 327 555 329 Ohe 329 052 
Daily Average 890.9 897.4 901.4 901.5 


Including Sales to Black Dog 


Sales 305 228 342 537 312 635 312 645 
Fuel and Use 23 503 23 988 24 073 2k O74 
Unaccounted For 5 704 ou Toh 


Annual Input Delivery 334 319 341 229 342 432 342 bb3 
Daily Average 915.9 934.9 938.1 938.2 








NORTHERN NATURAL GAS COMPANY 


1 


25 


Estimated Recoverable Gas Reserves as of December 31, 1953 
Adjusted to Include Reserves Acquired by Northern 
New Gas Purchase Contracts from December 1953 to September 1, 1954 


Billions Cubic Feet - 14.73 psia 


Estimated Gas Reserves at 12-31-52 ) 
as Shown on Exhibit 68 - Docket G-2063 ) 


Add - Contracts completed prior to 12-31-52 ) 
but not included in above ) 


Deduct - Contracts completed after 12-31-52 
but included in above 


Estimated Gas Reserves 12-31-52 (Revised) 
Deduct - Withdrawals during 1953 from ) 
12-31-52 (Revised) Reserves ) 


Adjustment in Estimated Reserves 
under Contract from Shamrock 


Exchange Gas Owing to Others 


lE 


Reserves acquired during 1953 ) 
by New Gas Purchase Contracts ) 


Reserves acquired during 1953 
due to Acreage Revisions in Existing Contracts ) 


Estimated Reserves 12-31-53 


Add = Adjustment for Reserves acquired ) 
By New Gas Purchase Contracts ) 
completed by Northern from ) 
12-31-53 to 9-1-54 ) 


Estimated Reserves 12-31-53 (Adjusted) 
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9 213.0 


2k7.2 


185.2 





9 275.0 


249.5 


12.2 
4.0 


341.7 


26.4 





9 377-4 


23-5 


9 400.9 


Q 
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ESTIMATED SALES, CURTAILMENT AND REQUIREMENTS OF 
NORTHERN STATES FO'ER COMPANY'S BLACK DOG LAKE POWER GENERATING STATION 


Exhibit No. 10 


En-K CO 


EXHIBIT NO, 10 
NORTHERN NATURAL GAS COMPANY 


M.CoFe = 1.73 Pe Selede 


Twelve Months Ending 
December 31, 1955 


January 

February 

March 

April 

May 

June 

July 

August 

September 

October 

November 

December 
Total 


Twelve Months Ending 
December 31, 1956 


Total 


Twelve Months Ending 
December 31, 1957 


November 
December 
Total 


Sales Curtailment 
175,000 910,000 
175,000 910,000 

5 5000 525,000 

875 5100 209,900 
980,000 70,000 
1,085,000 a 
1,090,000 sa 

1,090,000 ~ 
949 ,500 105,500 
lie’s0) _Brs°i00 

00 79,100 
“8;838;500 3,981 7T00 
274,000 1,424,500 
274,000 1,424,600 
712,100 821,900 

1, 369,900 328,700 

1,534,300 109,600 

1,643,900 - 

1,698,600 * 

1,698,600 a 

1,479,500 164,400 

Lee org 
274,00 1, 369,900 
274,000 1,424,500 
274,000 1,424,600 
712,400 821,900 

1,53h, 300 109,600 

1,698,600 e 

1,643,900 a 

1,698,600 a 

1,698,600 = 

Se ape 
27L,,000 1, 369,900 

T3;808,400 ~,191,600 


Exhibit I 
Docket No. 
Sheet 1 of T 


Requirements 


1,085,000 
1,085 ,000 

980,000 
1,085,000 
1,050,000 
1,085,000 
1,050,000 
1,090,000 
1,090,000 
1,055,000 
1,090,000 


1,055,000 
12,800,000 


1,698,500 
1,698,600 
1,534,300 
1,698,600 
1,643,900 
1,698,600 
1,643,900 
1,698,600 
1,698,600 
1,643,900 
1,698,600 


1,643,900 
36,000,000 


1,698,500 
1,698,600 
1,534, 300 
1,698,600 
1,698,600 
1,643,900 
1,698,600 
1,698 600 
1,643,900 
1,698,600 
1,643,900 
30,000, 000 
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DIRECT CUSTOMER NATURAL GAS SALES CON- 
TRACT, SPECIAL INTERRUPTIBLE GAS FOR 
ANNUAL REQUIREMENTS EXCEEDING 10,000,- 
000 MCF 


CONTRACT dated March 26, 1954, by and between 
NORTHERN NATURAL GAS COMPANY, a Delaware 
corporation, operating as Peoples Natural Gas Division 
herein called ‘‘Peoples’? and NORTHERN STATES 
POWER COMPANY, herein called ‘‘Customer.’’ 

It is hereby agreed as follows: 


Section 1. Gas to be Sold. Subject to the Priority Class- 
ification in Section 2 hereof, Peoples hereby agrees to sell 
and deliver and Customer hereby agrees to purchase and 
receive natural gas for use at its Black Dog Power Gener- 
ating Station near St. Paul, Minnesota. 


Section 2. Interruptible Priority Classification. Deliv- 
ery of natural gas hereunder is subject to curtailment or 
interruption whenever required by Northern for the pro- 
tection of deliveries of firm gas and deliveries of other gas 
carrying a higher priority than that delivered hereunder. 
Curtailment of gas hereunder shall be in Step 2 of 
Northern’s standard order of curtailment steps which are 
effected in numerical order, step 2 being curtailed first. 

Customer agrees to maintain sufficient standby facilities, 
standby fuel storage facilities, and an adequate amount of 
standby fuel to enable Customer to continue plant opera- 
tion during any period of curtailment or interruption, as 
herein provided. 


Section 3. Price and Minimum Bill. 
(3-a) Price. The price for natural gas delivered here- 
under 
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shall be 2¢ per MCF above the Commodity Charge con- 
tained in Rate Schedule CD-1 of Northern’s F.P.C. Gas 
Tariff for the first 600,000 MCF per month and 1¢ per MCF 
above such Commodity Charge for all additional gas pur- 
chased during such month, provided, however, that the 
maximum price paid for either the first 600,000 MCF per 
month or the additional volume of gas hereunder shall not 
exceed 25¢ per MCF. The 25¢ price specified herein shall 
be inclusive of any present excise tax or any new or addi- 
tional excise tax levied after the effective date of this con- 
tract. 


(3-b) If at any time during the term hereof there is a 
ehange in Northern’s F.P.C. Tariff, in the designation of 
such Commodity Charge or the rate level therefor, such 
changes shall be incorporated herein by letter notice. 


(3-c) Minimum Bill. The annual minimum bill for the 
first 12 months period hereunder shall be for a volume of 
5,000,000 MCF, and for each succeeding 12 months period 
shall be for a volume of 10,000,000 MCF at the price stated 
in Sub-Section (3-a) above. Such minimum bill shall be 
adjusted if Northern’s curtailment of deliveries of gas 
shall result in deliveries of gas to Customer of less than 
the volume stated above; or, if due to circumstances reason- 
ably beyond the Customer’s control, not to include the use 
of alternate fuels, the Customer is unable to receive the 
volumes stated above. 


Section 4. Term. This contract shall become effective 
on commencement of service but not later than June 27, 
1954, and shall continue in effect until terminated by either 
party by one 
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year’s prior written notice; provided however, such termi- 
nation shall not occur prior to June 26, 1957, unless by 
mutual consent of the parties. 


Section 5. Direct Interruptible Customer General Terms 
and Conditions. Measurement, billing and other provi- 
sions, unless otherwise provided for herein, shall be in 
accordance with the General Terms and Conditions at- 
tached hereto and made a part hereof. 


Section 6. Notices. Notices to Peoples under this con- 
tract shall be addressed to it as 2223 Dodge Street, Omaha, 
Nebraska, and notices to Customer shall be addressed to 
it at Minneapolis, Minnesota. Either party may change its 
address under this section at any time upon written notice. 


Section 7. Succession and Assignment. This contract 
and each of its terms shall bind and inure to the benefit of 
the parties hereto, their respective successors and assigns. 

The parties hereto have accordingly executed this con- 
tract. 


‘“PEOPLES’’ 


NorrHern Naturau Gas 
Company, a corporation, 
operating as Propies Nat- 
uRaL Gas Drviston 

By Ray L. Harrison /s/ 
President of Division 


‘¢CusTOMER’’ 


NortTHEeRN States Power 
ComPAany 
By H. H. Watson /s/ 
Vice Pres. in Charge 
of Operation 
And E. G. Keizuerr /s/ 
Secretary 
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DIRECT INTERRUPTIBLE CUSTOMER GENERAL 
TERMS AND CONDITIONS 


NORTHERN NATURAL GAS COMPANY 


INDEX 


a°) 

$0 
0g 

© 


Section 1. Character of Service 
(1-a) Delivery Pressure 
(1-b) Quality 
Section 2. Metering Basis 
(2-a) Unit of Measurement 
(2-b) Computation of Volume of Gas 
(2-b-1) Measurement Factors 
(2-b-2) Temperature 
(2-b-3) Specific Gravity 
(2-b-4) Atmospheric Pressure 
(2-b-5) Heating Value 
(2-b-6) Supercompressibility 
(2-b-7) Northern’s Equipment 
(2-c) Meters 
(2-c-1) Meter 
(2-c-2) Testing of Northern’s Meters 


(2-c-3) Adjustment of Measurement 
Errors 


Section 3. Delivery Point 

Section 4. Title 

Section 5. Billing and Payment 
(5-a) Billing Day 
(5-b) Billing Month 

Section 6. Excise Taxes 

Section 7. Inability of Parties 


DNDNONNNNHY HHH PH ee Se 


i te pe LS 09 09 0 09 09 0 tO 


Section 8. Statutory Regulation 
Section 9. War and National Defense 
Section 10. Information 
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DIRECT INTERRUPTIBLE CUSTOMER GENERAL 
TERMS AND CONDITIONS 


NORTHERN NATURAL GAS COMPANY 


Section 1. Character of Service. 

(1-a) Delivery Pressure. Delivery of natural gas by 
Northern shall be at such varying pressures as may exist 
under operating conditions in the pipe line of Northern 
at the point of delivery and, unless otherwise mutually 
agreed to, shall not be less than 25 pounds per square inch 
gauge pressure so far as practicable. The Customer shall 
install, operate and maintain, at its own expense, such 
pressure regulating devices as may be necessary to regu- 
late the pressure of gas after delivery to the Customer. 


(1-b) Quality. Natural Gas delivered by Northern shall 
be merchantable natural gas as produced, provided North- 
ern shall have the right to process the gas before delivery 
in such manner and to such extent as Northern may con- 
sider necessary or expedient in the conduct of its business. 


Section 2. Metering Basis. 

(2-a) Unit of Measurement. The unit of measurement 
shall be a cubic foot of gas and the term ‘‘cubic foot of 
gas’’, wherever used shall mean a cubic foot of gas at an 
absolute pressure of 14.73 pounds and a temperature of 60 
degrees Fahrenheit. 


(2-b) Computation of Volume of Gas. 

(2-b-1) Measurement Factors. The volume of gas de- 
livered as measured at pipe line pressures shall be cor- 
rected to the unit of measurement. Measurement and de- 
termination of volume delivered shall be made in accord- 
ance with the recommendation set forth in the A.G.A. Gas 
Measurement Committee Report Number Two. 


(2-b-2) Temperature. The Temperature of the gas pass- 
ing through the meters shall be determined by the con- 
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tinuous use of a recording thermometer so installed that 
it will record properly the temperature of the gas flowing 
through the meters. The arithmetic average of the hourly 
temperature so recorded shall be used in measurement 
computation. 

(2-b-3) Specific Gravity. The specific gravity of the gas 
shall be determined once a month or as frequently as neces- 
sary for reasonably accurate determination, by means of 
adequate apparatus, and such gravity so obtained, shall be 
used in the measurement of gas. 

(2-b-4) Atmospheric Pressure. The normal barometric 
pressure in pounds per square inch, carried to one decimal 
place, shall be used as the atmospheric pressure for meas- 
urement purposes. 


2981 


(2-b-5) Heating Value. The heating value of the gas 
delivered shall be determined by a Standard Thomas re- 


cording calorimeter and adjusted to record the total heat- 
ing value per cubic foot of the gas as delivered. Such 
calorimeter shall be owned, operated and maintained by 
Northern at its Omaha Central Laboratory and Testing 
Shop. 

The average gross heating value of the gas is expected 
to approximate 1,000 Btu per cubic foot. However, if, in 
any month, the arithmetic average of hourly gross heating 
values of the gas as delivered hereunder shall be less than 
975 or more than 1,025 British thermal units per cubic foot, 
then the volume of gas measured hereunder during such 
period shall be decreased in proportion to the decrease 
below 975 or increased in proportion to the increase above 
1,025 Btu per cubic foot as the case may be. _ 


(2-b-6) Supercompressibility. Determinations of super- 
compressibility of natural gas at measurement pressures 
shall be made by Northern at Northern’s Omaha Central 
Laboratory and Testing Shop at intervals of three months 
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or as much oftener as found necessary in practice, and the 
correction factor so determined shall be used in the compu- 
tation of deliveries until the next test. 

(2-b-7) Northern’s Equipment. Northern shall test, and 
adjust to par accuracy, at reasonable intervals, all equip- 
ment used in making the determinations of factors used 
under the provisions of this section (2-b). Such equipment 
shall, at all reasonable times, be subject to test or inspec- 
tion by a representative of the Customer in the presence of 
a representative of Northern, and if found to be inaccurate, 
shall be corrected to par accuracy at the time of test. 

(2-c) Meters. 

(2-c-1) Meter. The gas delivered by Northern to the 
Customer shall be measured by an adequate meter of 
standard type, installed, operated and maintained by 
Northern at its sole expense, on the premises of Customer, 
on a site to be provided by the Customer free of charge. 


(2-c-2) Testing of Northern’s Meters. Northern shall 
test its meter at reasonable intervals, and shall, at the time 
of the test, adjust the meter to record accurately. Such 
meter shall, at all reasonable times, be subject to check, 
test, and inspection by a representative of the Customer in 
the presence of a representative of Northern. 


(2-c-3) Adjustment of Measurement Errors. If the meter 
of Northern is found to be inoperative or inaccurate, such 
equipment shall be adjusted to register correctly, and the 
amount of the error shall be determined by the most 
accurate method feasible. 

If the inaccuracy shall have resulted in an error of more 
than 2% in the measurement of gas, then the calculated 
delivery of gas shall be adjusted to par accuracy to com- 
pensate for such error. 

Such adjustment shall be made for such period of inaccu- 
racy as may be definitely known. If the period of inaccu- 
racy shall not be known, then such adjustment shall be 
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made for the last half of the period (but not exceeding the 
last fifteen days of the last half of such period) between 
the time the metering equipment was adjusted to register 
correctly and the date of the last previous meter test. 
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Section 3. Delivery Point. Natural gas sold by North- 
ern shall be delivered at the point of connection between the 
pipe line of Northern and that of the Customer on the outlet 
side of the measuring station of Northern located on the 
Customer’s premises. 


Section 4. Title. Northern warrants the title to the 
natural gas delivered and that it has good right and lawful 
authority to sell the same. 


Section 5. Billing and Payment. A statement shall be 
submitted by Northern to the Customer on or before the 
tenth day of each calendar month for natural gas delivered 
during the preceding billing month, and payment therefor 
shall be made by the Customer to Northern on or before 
the 20th day of the month in which said bill is received by 
the Customer. 


(5-a) Billing Day. From 8:00 A. M. of one day to 8:00 
A. M. of the next day. 

(5-b) Billing Month. From 8:00 A. M. of the 27th of a 
calendar month to 8:00 A. M. of the 27th day of the succeed- 
ing calendar month. 

‘Section 6. Excise Taxes. To the total monthly bill com- 
puted as provided under the Direct Interruptible Customer 
Natural Gas Sales Contract and Direct Interruptible Cus- 
tomer General Terms and Conditions, Northern shall have 
the right to add all or any part of the amount by which 
the cost to Northern of the natural gas delivered to the 
Customer is increased in any month by any new or addi- 
tional excise tax levied after the effective date of this con- 
tract. 
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The term, ‘‘excise tax’’ wherever used in these schedules 
shall mean any occupation, production, severance, trans- 
portation, pipe line, footage, sales or other excise tax or 
tax of similar nature now or hereafter imposed by any 
lawful authority upon or in respect to the production, 
severance, transportation or sale of natural gas sold by 
Northern to the Customer whether under direct imposition 
of pursuant to the terms of any present or future contract. 

Section 7. Liability of Parties. Northern and the Cus- 
tomer each assume full responsibility and liability for the 
maintenance and operation of their respective properties 
and shall indemnify and save harmless the other party 
from all liability and expense on account of any and 4ll 
damages, claims or actions, including injury to and death 
of persons, arising from any act or accident in connection 
with the installation, presence, maintenance and operation 
of the property and equipment of the indemnifying party. 

Northern shall not be liable to the Customer for its 
failure to deliver gas, and the Customer shall not be liable 
to Northern for its failure to receive gas, when such 
failure on the part of either shall be due to accident to or 
breakage of pipe lines, machinery or equipment, fires, 
floods, storms, weather conditions, strikes, riots, legal inter- 
ferences, 

2983 
acts of God or public enemy, shutdowns for necessary re- 
pairs and maintenance, or, without limitation by enumera- 
tion, any other cause beyond the reasonable control of the 
party failing to deliver or receive gas, as the case may be, 
provided such party shall promptly and diligently take 
such action as may be necessary and practicable under the 
then existing circumstances to remove the cause of failure 
and resume the delivery or receipt of gas, as the case may 
be; provided, however, that neither Northern nor the Cus- 
tomer shall be relieved of liability to the other for any 
damage or expense caused or contributed to by its own 
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negligence when such negligence on its part shall be the 
proximate cause of its failure to deliver or receive gas, as 
the case may be. 

Northern shall not be liable for its failure to deliver gas 
when such failure shall be due to the influence of valid 
proration orders, rules and regulations promulgated by 
regulatory authorities of the States in which the gas is 
produced; depletion of supply of gas at its source; or in- 
ability to maintain transmission capacity adequate to meet 
requirements hereunder at the time. Deliveries of gas by 
Northern to Customer shall be subject to the conditions and 
limitations provided in any contract for the transportation 
of such gas which may be required of Northern by the local 
gas utilities serving the area where customers gas de- 
liveries are to be made. 


Section 8. Statutory Regulation. The sale of gas by 
Northern to the Customer is subject to all valid legislation 
with respect to the subject matter hereof, and to all valid 
present and future orders, rules and regulations of duly 
constituted authorities having jurisdiction. 


Section 9. War and National Defense. During any pe- 
riod in which a state of war exists between the United 
States and any foreign power, both Northern and the 
Customer shall recognize that the national defense is 
paramount to any contractual obligations then existing be- 
tween them, and notwithstanding the provisions of any 
such contract, neither shall assert, nor be required to as- 
sume, any obligation which is inconsistent with or contrary 
to any Governmental policy, rule, regulation or order made, 
issued or promulgated in the promotion thereof. 


Section 10. Information. The Customer, upon written 
request, shall furnish Northern such reasonable data, as in 
Northern’s judgment, is necessary for the proper analysis 
of the gas load requirements of the Customer. 
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NORTHERN NATURAL GAS COMPANY 


ESTIMATE OF ANNUAL REVENUES AND INCREMENTAL 


COST OF SERVICE ATTRIBUTABLE TO SALES TO 
BLACK DOG POWER PLANT 


(For First and Second Years of Operation) 


Line Particulars 
No. (a) 
Operating Revenues 
Gas Sales to Black Dog Power Plant,— 
MCF at 14.734 


Gross revenues from gas sales—(Sheet 2) 


Operating Revenue Deductions 
Operating expenses , 
Purchased gas (including fuel used)—(Sheet 3) 
Operating and maintenance expenses (Sheet 4) 
Depreciation at 3.5% (Sheet 5) 
Taxes—Other than income (Sheet 5) 


Operating Revenue Deductions— 
Except Income Taxes 
Net operating revenues available for return and income 
taxes on additional facilities, and available to defray 
the overall cost of service assignable to sales to 
Black Dog Power Plant 


Deduct return and income taxes on additional facilities 
Return at 6.75% (Sheet 5) 
Federal income tax at 52% (Sheet 5) 
State income taxes (Sheet 5) 


Total return and income taxes applicable to additional 


Balance of revenues available to defray the overall 
cost of service assignable to sales to Black Dog 
Power Plant 


8,838,900 Mcf 13,808,400 Mcf | 
$2,099,595 


1,248,960 
35,120 
4,590 
2,910 


1,291,580 


808,015 


8,690 
9,420 
200 


18,310 


$ 789,705 


$3,251,962 


1,951,150 
53,400 
4,590 
3,120 


2,012,260 


1,239,702 


8,380 
9,080 
190 


17,650 


$1,222,052 
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Gross Revenves rrom Gas SALES 


Revenues 
Total First Additional 
Sales Mef 600,000 Mcf Gas Total 
Line Particulars at 14.734 at 24.1¢ at 23.1¢ Revenues 
No. (2) (b) (¢) (d) (e) 
1 First Year 
2 January 175,000 $ 42,175 $ $ 42,175 
3 February 175,000 42,175 42,175 
4 March 455,000 109,655 109,655 
5 April 875,100 144,600 63,548 208,148 
6 May 980,000 144,600 87,780 232,380 
7z June 1,085,000 144,600 112,035 256,635 
8 July 1,050,000 144,600 103,950 248,550 
9 August 1,090,000 144 600 113,190 257,790 
10 September 1,090,000 144,600 113,190 257,790 
11 October 949,500 144,600 80,735 225,335 
12 November 738,400 144,600 31,970 176,570 
13 December 175,900 42,392 42,392 
14 Total 8,838,900 $1,393,197 $ 706,398 $2,099,595 
15 Second Year 
16 January 274,000 $ 66,034 $ $ 66,034 
17 February 274,000 66,034 66,034 
18 March 712,400 144,600 25,964 170,564 
19 April 1,369,900 144,600 177,847 322,447 
20 May 1,534,300 144,600 215,823 360,423 
21 June 1,698,600 144,600 253,777 398,377 
22 July 1,643,900 144,600 241,141 385,741 
23 August 1,698,600 144,600 253,777 398,377 
24 September 1,698,600 144,600 253,777 398,377 
25 October 1,479,500 144,600 203,165 347,765 
26 November 1,150,600 144,600 127,189 271,789 
27 December 274,000 66,034 66,034 
28 Total 13,808,400 $1,499,502 $1,752,460 $3,251,962 
2995 
Purcuasep Gas 
First Second 
Line Particulars Year Year 
No. (a) (b) (¢) 
1 PURCHASED GAS 
2 Gas Sales to Black Dog Power Plant at 14.734 8,838,900 Mcf 13,808,400 Mcf 
3 Gas Used for Compresion and Purification 
7.3% of Sales—Note (a) 645,200 Mcf 1,008,000 Mcf 
4 Line Loss 0.4% of Sales 35,400 Mcf 55,200 Mcf 
5 Total Gas Purchases for Black Dog Power Plant 
at 14.734 9,519,500 Mcf 14,871,600 Mcf 
6 Cost of Purchased Gas at 13.12¢ per Mcf (Sheet 6) $1,248,960 $1,951,150 
7 Note (a) Represents ratio of estimated gas to be 


for compression and purification in 
1954 to the total estimated gas sales for 
that year. 
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OPERATION AND MAINTENANCE EXPENSES 


First 
Particulars 


(a) 


Operation of Branch Line to Black Dog Power Plant 
Operation 

759.1 Supervision and engineering 

759.21 Labor—mains 

759.24 Labor—other 

759.31 Supplies and expenses—mains 

759.34 Supplies and expenses—other 

759.4 Maps and records 


Total Operations 


Maintenance 
760.1 Supervision and engineering 
760.3 Mains 


Total Maintenance 
Total Branch Line Operations 


Operations of Measuring and Regulating Station 
Operation 

764.1 Supervision and engineering 

764.2 Labor 

764.3 Supplies and expenses 


Total Operations 
Maintenance 
764.4 Supervision and engineering 
764.5 Structures and improvements 
764.5 Equipment 


Total Maintenance 


Total Measuring and Regulating Station Operations 
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OPERATION AND MAINTENANCE EXPENSES 


Line Particulars 

No. (a) 

27 Operation of Compressor Stations and Purification Plants 
28 Operation 

29 733.33 field comp. sta. supplies & expenses 

30 733.35 purification supplies & expenses 

31 759.32 Trans. comp. sta. supplies & expenses 


Total Operation 
Maintenance 
734.42 Field comp. sta. equipment 
734.6 Purification equipment 
760.4 Trans, comp. sta. equipment 
Total Maintenance 
Total comp. sta. and Purification Plant Operation 


Customers’ Accounting and Collecting Expenses 
Administrative and General Expense 


Total Operating Expenses 
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2998 
Depreciation, RETuRN aND TAxXEs 
First 
Particulars Year 
(2) | (b) 
DEPRECIATION AND RETURN 
Additional plant facilities required to serve 
Black Dog Power Plant 
Branch line—1.4 miles of 16” pipe $108,800 
Measuring and regulating station 22,200 
Gross plant additions 131,000 
Less Average Depreciation Reserve 2,290 
Net Plant Investment 128,710 


Return at 6.75% of Net Plant Investment (Rate of 6.75% 
claimed in Northern’s Application in Docket G-2217 for 
jurisdictional sales, used here for comparative purposes only) $ 8,690 


Annual depreciation provision at 3.5% of gross plant 4,590 
INCOME TAXES 
Return on facilities to serve Black Dog Power Plant $ 8,690 
Federal Income Tax at 52% (108.333%) 9,420 
State Income Taxes at 2.2% (2.2/97.8 = 2.249%) $ 200 
OTHER TAXES 

Ad valorem taxes 

Ratio of Minnesota ad valorem taxes to book value of plant 

in 1953—1.94% 

Ad valorem tax on facilities to serve Black Dog Power Plant— 

$131,000 at 1.94% $ 2,540 


Production Taxes on Purchased Gas 
Shamrock Oil & Gas Corp. 41,975,000 Mcf 


at .01875¢ 7,870 
J. M. Huber Corp. 3,019,200 Mcf 
at .1444¢ 4,460 


Total production taxes 12,330 


Average cost per Mef of gas purchased 
316,395,200 Mcf at 14.734 .0039¢ 
Taxes applicable to gas for Black Dog Plant 
Fitst year 9,519,500 Mcf at .0039¢ 370 
Second year 14,871,600 Mef at .0039¢ 


Total Other Taxes $ 2,910 
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$108,800 
22 200 


131,000 


6,880 


124,120 


8,380 
4,590 


8,380 
9,080 
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$ 3,120 
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Naturat Gas PurcHASED 
ESTIMATED FOR THE YEAR 1954 
M.C.F. 


Particulars 16.44 ¢ Amount 
(a) (b) (d) 


LS od 


SOON AAI 


Texas Panhandle Field-White Deer Area 
Panoma Corp. 
J. M. Huber Corp. 


Phillips Petroleum Company-Texas Co. 


Texas Co. (Taylor) 

Independent Natural Gas Co., Phillips 
Petroleum Co. 

Phillips Petroleum Company 

Cities Service Oil Company 

Huvyal-Dunigan 

Northern Natural Gas Producing Co. 


Total 


Texas Hugoton Field and Sunray Area of Texas 


Panhandle Field 


Shamrock Oil and Gas Corp.—‘‘Sweet’’ 

Shamrock Oil and Gas Corp.—‘‘Sour’’—18.8% 
Shamrock Oil and Gas Corp.—‘‘Sour’’—14.4% 
Shamrock Oil and Gas Corp.—‘‘Sour’’—13.0% 
Shamrock Oil and Gas Corp.—‘‘ Casing Head’’ 


Phillips Petroleum Corp. (Dumas) 
Total 


North Hutchinson Field of Texas 
The Texas Company 


Oklahoma Hugoton Field 
American Gas Prod. Co. (9/9/49) 
American Gas Prod. Co. (3/15/51) 
Hugoton Plains Oil and Gas Corp. 
Cabot Carbon Company 


Total 


Beaver County Wildcat Area, Oklahoma 
American State Oil Oo., et al. 


19,552,600 
3,091,200 
182,500 
1,058,200 


11,000,000 


6,636,100 
45,077,900 


9,125,000 
8,906,000 
6,825,500 
6,168,500 

10,950,000 

12,848,000 


54,823,000 


912,500 


6,855,700 
13,568,600 
20,114,300 

3,935,300 


44,473,900 


109,500 
% 


$ 1,775,380 
123,650 
16,570 
96,090 


1,914,150 
373,420 
32,310 
16,570 
602,560 


$ 4,950,700 


$ 1,191,730 
861,210 
891,410 
805,610 

1,182,600 
1,824,420 


$ 6,756,980 


127,480 


774,010 
1,531,900 
2,270,900 

$ 678,050 


$ 5,254,860 


12,530 
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Natura Gas PurcHasEep 
EstiMaTED FOR THE YEAR 1954 


Particulars 
(a) 
Hugoton Kansas Field 
American Gas Prod. Co. (9/9/49) 
American Gas Prod. Co. (9/9/49) 


Hugoton Plains Oil and Gas Corp. 


Republic Natural Gas Co. 
(A Contract 12/21/45) 
Republic Natural Gas Co. 
(B Contract 9/31/45) 
Warren Petroleum Corp. 
Independent Producers 
Independent Producers 
Independent Producers 
Independent Producers 


Northern Natural Gas Producing Co. 


Total 


Ashland Field, Kansas 
Stanolind Oil and Gas Company 


Pawnee Rock Area, Kansas 


A. B. Jones Oil and Operating Co. 


Otis Field, Kansas 
Independent Producers 


Northern Natural Gas Producing Co. 


Total 


fi Ragy cr Permian Basin 


Permian 
Permian Basin Pipeline Company 


Total Gas Purchased—16.4 


Volumes Converted to 14.734 
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M.C.P. 


16.44 
(b) 


3,556,100 
12,172,000 
2,922,400 


16,567,800 


7,660,800 
3,319,600 


75,445,300 


730,000 


1,003,000 


957,600 
36,500 


994,100 
323,569,200 


60,607,700 


284,176,900 
316,395,200 


(3000) 


Amount 
(da) 


$ 448,070 
1,533,670 
368,220 


2,087,540 


965,260 
418,270 
723,880 
228,060 
55,030 
131,410 
2,546,700 


$ 9,506,110 


83,510 





70,210 


40,220 
1,530 


$ 41,750 


$26,804,130 


$14,715,210 


$41,519,340 | 
141,519,340 
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Exhibit No. 16 
NORTHERN NATURAL GAS COMPANY 
STATEMENT OF INCOME 


Twelve Months Ended December 31, 1953 


Sale of Natural Gas: 
Residential Service 
Commercial Service 
Industrial Service 
Other Sales to Ultimate Consumers 


Total Sales to Ultimate Consumers 
Sales to Other Gas Utilities 


Total Sales of Natural Gas 
Other Natural Gas Revenues 


Total Gas Operating Revenues 


Gas Operating Revenue Deductions: 
Cost of Purchased Gas 
Other Operating Expenses 


Total Operating Expenses 
Depreciation, Depletion & Amortization 
Taxes Other Than Taxes on Income 
State Taxes on Income 
Federal Taxes on Income 


Total Operating Revenue Deductions 


Net Operating Revenues, Gas Operating Income 
and Utility Income 


Other Income 
Gross Income 


Income Deductions 


Interest on Long Term Debt 
Amortization of Debt Discount, Premium and Expense 
Interest on Bank Notes 


Other Interest 


es 


Interest beat Construction (Credit) 
Total Income Deductions 
Net Income (Note 2) 
The secompanying notes are an integral part of this sigan 
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Customers 
as of 
12-31-53 


51,563 
6,706 
371 

2 


58,642 
144 








58,786 


Amount 


$ 4,670,105.20 
1,717,266.08 
8,445,521.87 
94,778.96 


$14,927,672.11 
49,775,841.65 


$64,703,513.76 
1,522,039.17 


$66,225,552.93 


$25,254,434.11 
12,750,307.42 


$38,004,741.53 
7,458,700.00 
2,948,335.79 
168,000.00 
7,288,900.00 


$55,868,677.32 
$10,356,875.61 
172,994.95 
$10,529,869.86 
$ 3,025,646.39 
41,471.00 
1,034,777.78 
11,179.32 
(1,315,025.09) 
$ 2,798,049.40 


$ 7,731,820.46 


Sales 
In M.C.F. 


7,591,847 
4,352,392 
34,408,344 
913,955 


47,266,538 


195,619,217 


242,885,755 











3040 


WORTHERN NATURAL GAS COMPANY 
Balance Sheet 
As of December 31, 1953 





Dig 
a sa EE tee DT 





Assets and Other Debits Liabilities and Other Credits 
UTILITY PLANT - CAPITAL STOCK AND SURPLUS : 
Utility Plant $272 466 420.64 Common Capital Stock 886 000.00 
. Lesa Reserves for Depreciation and Amortization 49 465 456.32 Preferred Capital Stock 25 000 C00.00 
P Utility Plant less Reserves 5223 000 964 .32 Premium on Common Stock 0 .00 
Total Capital Stock aes 
INVESTMENTS AND FUND ACCOUNTS . Earned Surplus (Notes 1 and 2) 25 912 071.26 
Investments in Wholly-owned Subsidiaries $ 7 884 304.50 Total Capital Stock and Surplus $ll2 101 346.26 
Investments in Permian Basin Pipeline Company (Note 3) 10 641 850.00 
Investments in Other Companies (Note 3) 1 000.00 LONG TERM DEBT - 
Net Investments and Fund /ccounts 1 154.50 ‘Serial Debentures, due in Annual Instalments on May 1 - 
1-5/8, due $1,500,000 annually 1954 - 55 $ | 3 000 000.00 
CURRENT AND ACCRUED ASSETS - 2-3/8%, due $1,600,000 annually 1956 - 65 16 000 000.00 
. Cash $ 12 616 610.82 2-1/2, due $800,000 annuaily 1956 - 65 and $1,000,000 annually | 
United States Government Securities 7 989 389.17 1966 - 67 10 000 000.00 
Accounts Receivable 3-1/8%, due $1,000,000 annually 1966 - 67 and $2,000,000 annually | 
Accounts Receivable $6 974 573.18 1968 - 6 6 000 000.00 
’ Less Reserve for Uncollectible Accounts 4 686. 2-5/8%, due $2,000,000 annually 1954 - 65 and $2,400,000 annually 
Net Accounts Receivable 6 969 886.61 1966 - 69 and $4,400,000 in 1970 B8 000 000.00 
Receivables from Associated Companies 238 142.09 Sinking Fund Debentures, due November 1, 1973 - 
y Materials and Supplies 5 391 904.11 | 4-1/2, with sinking fund requirements of $1,600,000 annually 1956 = 70, | 
. Prepayments 5 974.55 $6,000,000 in 1971 and $5,000,000 annually 1972 - 73 40 000 00C.00 
f Other Current and Accrued Assets 248 669.  3-5/8%, with sinking fund requirements of $1,000,000 annually 1956 - 63, | 
Total Current and Accrued Assets 33 460 Hi $1,500,000 annually 1964 - 71 and $2,500,000 annually 1972 - 73 Z 000 000.00 
Total Debentures 133 000 000.00 
= DEFERRED DEBITS 3-1/4%, notes payable, due $1,000,000 annually 1955 - 57 and $415,839 in 
Unamortized Debt Discount and Expense $ 382 934.51 1958 415 839.00 
Clearing Accounts 297 596.51 Total Long Term Debt $1h1 tie 839.00 
Other Work in Progress 433 794.59 
Other Deferred Debits 2 330. CURRENT AND ACCRUED LIABILITIES (exclusive of $3 »500,000 current 
Total Deferred Debits $1 ize Ne maturity of funded debt) 
Accounts Payable - Other $15 1k5 864.0% 
si CAPITAL STOCK DISCOUNT AND EXPENSE ‘Accounts Payable - Associated Companies 434 364.12 
Capital Stock Expense 1 190.40 Customers Deposits | 223 461.00 
Taxes Accrued 2 358 101.81 
Interest Accrued 842 177.70 
t Other | 82 181.85 
Total Current and Accrued Liabilities 151.42 
{ DEFERRED CREDITS - 
' Revenues and Other Credits Deferred (pending outcome of rate proceedings), | 
less applicable income taxes thereon (Note 1) | 4 O73 578.17 
Other Deferred Credits | 882 767.55 
: Total Deferred Credits | 345.72 
RESERVES 
Insurance Reserves $ 172 548.04 
Injuries and Damages Reserve | 542 712.03 
4 Total Reserves 1 07 
CONTRIBUTION IN AID OF CONSTRUCTION $ | 526 600.59 
Total Assets and Other Debits $278 801 542.06 | Total Liabilities and Other Credits $278 801 B42.06 
The accompanying notes are an integral pert of this statement. o9-~ 
191 
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Exhibit No. 18 
PRODUCTION AND DAYS WORKED WITH AVER- 
AGE NUMBER OF EMPLOYEES, PRINCIPAL 
3 RAIL SHIPPING MINES IN THE BELLEVILLE 
DISTRICT IN ILLINOIS FOR THE YEARS 


SHOWN. 
Days Number of 
Year Production ' Worked Employees 
1948 4,631,414 238 1,182 
1950 5,765,884 203 1,285 
| 1951 5,913,911 220 1,274 
‘ 1952 5,094,087 179 1,255 
1953 4,599,009 172 959 
1954 (1st 6 
months) 1,784,182 75 891 
, 1954 Year (1) 3,568,364 151 891 
b (1) Projected by doubling production first half 1954. 
i a of Data: State of Illinois Department of Mines and Minerals Year- 
3016 
. Exhibit No. 19 


STATEMENT SHOWING PRODUCTION OF BITUMI- 
NOUS COAL IN THE BELLEVILLE-DUQUOIN 
PRODUCING DISTRICTS OF ILLINOIS, 1948 


THROUGH 1954 
Production 

Year Tons 

1948 13,648,279 
1949 9,878,900 # 

1950 12,303,220 

1951 12,371,812 
é 1952 10,740,048 

1953 10,531,627 

1954 (6 Months) 4, 231, 103 * 


# Strike resulting in loss of 110 days of running tim 
Projected for full year would ae about 500, 000 tons for the year 
1954, a reduction of 19% as against 195 
Source: Coal Reports, State of Tilinois Department of Mines & Minerals 
for the years shown. 
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Exhibit No. 20 
LIST OF LARGER SHIPPING MINES CLOSED IN ILLINOIS IN 


1953 AND 1954 WITH PRODUCTION FOR LAST FULL YEAR 
OF OPERATION 


Column A B Cc D 
Company Production County 


Eldorado Coal Co. 67,349 Saline 

Peabody No. 2,081,023 Christian 
Peabody No. 582,954 Perry 

Peabody No. 619,491 Saline 

Old Ben No. 526,629 Franklin 
Old Ben No. 513,798 Franklin 
Superior Coal Co. No. 2 407,000 Macoupin 
Superior Coal Co. No. 3 468,060 Macoupin 
Superior Coal Co. No. 4 373,391 Macoupin 
St. Louis & O’Fallon Coal Co. 422,888 St. Clair 


1 
2 
3 
4 
4) 
6 
7 
8 
9 


— 
oO 


Source: State of Illinois Dept. of Mines & Minerals. 


* * * * * 
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Hearing Ex. No. 22 


Number of Days 
Worked 


ae 
(Nettous) _Western'Kentucky Kentucky ‘States 
8,562,890 11,385 145 193 
7,367,746 9,392 132 
8,290,939 8,925 153 
8,795,224 9,417 154 
11,579,904 8,824 
13,431,024 9,196 294 
15,169,357 8,842 250 
19,465,461 9,541 
1945 20,444,372 9,479 
1946 17,211,223 9,584 
1947 22,182,382 9,915 
1948 22,396,797 10,267 
1949 18,029,177 9,378 155 
1950 24,033,381 10,562 180 
1951 21,890,612 8,170 188 
1952 21,181,694 7,446 
1953 * 20,470,000 168 
* Estimated. 
AvTHorITY: Bureau of Mines Minerals Year Books for years 1937 through 


1951; 1952 from Bureau of Mines M. M. Report No. 222 of October 13, 1953; 
1953 from Bureau of Mines Weekly Coal Report 1902 of February 26, 1954. 
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Hearing Ex. No. 23 


STATEMENT SHOWING PRODUCTION 
OF BITUMINOUS COAL 


(In thousands of net tons) 
Year Western Kentucky Illinois United States 
1941 11,580 54,703 514,149 
1942 13,431 65,071 582,693 
1943 15,169 72,631 590,177 
1944 19,465 76,791 619,576 
1945 20,444 73,011 577,617 
1946 17,211 63,469 933,922 
1947 22,182 67,860 630,624 
1948 22,397 65,342 599,518 


1949 18,029 47,208 437,868 
1950 24,033 56,291 516,311 
1951 21,891 54,200 533,665 
1952 21,182 45,790 466,841 
1953 * 20,470 * 46,030 * 453,000 * 


January 1 thru 
August 14th: 


1953 11,650 26,995 277,861 
1954 11,638 + 23,952 + 226,052 + 


* Estimated. Bureau of Mines Weekly Coal Report 1902 of Feb. 26, 1954. 
t Estimated. Bureau of Mines Weekly Coal Report 1924 and subsequent. 


AvuTHoriry: Except as noted, Bureau of Mines Mineral Year Books for 
years shown, 
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Hearing Ex. No. 24 


STATEMENT SHOWING COAL LOADED AT TRUCK 
MINES * IN WESTERN KENTUCKY 


(Tons of 2,000 Ibs.) 





Year Tons 

1940 769,013 
1941 978,443 
1942 1,267,650 
1943 1,632,933 
1944 2,660,563 
1945 3,474,779 
1946 2,368,764 
1947 4,202,716 
1948 2,959,290 
1949 5,976,844 
1950 4,266,072 
1951 2,322,490 
1952 1,836,845 
1953 not available 





Nore: Counties involved are Butler, Christian, Crittenden, Daviess, Edmon- 
son, Grayson, Hancock, Henderson, Hopkins, McLean, Muhlenberg, Ohio, Union 
and Webster. 


* Not served by railroad. 
AvuTHoriTry: Annual Reporte—Kentucky Dept. of Mines and Minerals, 
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KENTUCKY 

Daily 
Rating 
1950 (Cars) 
January 2,187 
February 2,187 
March 2,187 
April 2,224 
May 2,344 
June 2,303 
July 2,315 
August 2,315 
September 2,278 
October 2,299 
November 2,324 
December 2,363 

Total 

1952 

January 2,429 
February 2,434 
March 2,434 
April 2,434 
May 2,441 
June 2,486 
July 2,326 
August 2,336 
September 2,384 
October 2,399 
November 2,319 
December 2,309 

Total 
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Exhibit No. 25 
STATEMENT SHOWING THE PERCENTAGE OF RATED CA- 
PACITY OPERATED BY RAIL MINES IN 


No. of work- 
ing days 


Monthly 
Capacity 
(Cars) 


45,927 


579,529 


53,438 
51,114 
51,114 
53,548 
51,261 
52,206 
51,172 
49,056 
50,064 
55,177 
46,380 
50,798 


615,328 


198 


335,698 


WESTERN 








1953 
January 
February 
March 
April 
May 
June 
July 
August 
September 
October 
November 
December 


Total 


1954 
January 
February 
March 
April 
May 
June 
July 
August 


Total 


me 
(Cars) 
2,309 
2,321 
2,326 
2,326 
2,333 
2,333 
2,333 
2,303 
2,303 
2,303 
2,303 
2,303 


2,303 
2,313 
2,313 
2,313 
2,313 
2,367 
2,385 
2,385 


No. of work- 
ing days 


21 
20 
22 
22 
21 
22 


From Kentucky Coal Agency records. 
Daily ratings established by the railroads. 


Monthly 
“Cears) 
48,489 
46,420 
51,172 
91,172 
48,993 
51,326 
53,609 
48,363 
48,363 
50,666 
46,060 
50,666 


595,349 


46,060 
46,260 
53,199 
50,886 
46,260 
52,074 
50,085 
52,470 


397,294 


199 


Billed 
Cars 


27,204 
22,693 
29,452 
23,164 
23,343 
25,568 
25,060 
25,639 
28,421 
28,459 
25,400 
25,940 


303,343 


24,291 
18,516 
20,858 
21,091 
20,596 
27,447 
27,921 
31,045 


191,765 
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% of Rated 
Capacity 
(%) 
56.10 
48.89 
43.88 
45.27 
47.65 
49.81 
46.70 
53.01 
58.77 
56.17 
59.14 
51.20 


50.95 


52.74 
40.03 
39.21 
41.45 
44.52 
52.71 
99.70 
59.16 


48.26 
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Hearing Ex. No. 26 
STATEMENT SHOWING RESERVES OF UNMINED 
COAL IN WESTERN KENTUCKY 


RECOVERABLE COAL 
(Millions of tons) 
(Based on 60% Recovery) 
County No. 9 Seam No. 11 Seam 

Hopkins 
Muhlenburg 
Ohio 
Webster 


McLean 
Daviess 


Total 346 
No. 9 Seam 8,346 
No. 11 Seam 5,097 


Total 13,943 


Nore: Reserve tonnages of other seams, i.e., No. 6, 12 and 14 not available. 


AuTHORITY: Chief Engineers, U. S. Army, Report to Bureau of Mines, May, 
1949. 
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Exhibit No. 27 
STATEMENT SHOWING AVERAGE NUMBER OF 
CARS OF UNBILLED COAL IN WESTERN KEN- 
- TUCKY FOR YEAR 1954 
Daily average number 


1954 of unbilled cars of coal 


Week ending: 
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Daily average number 


1954 of unbilled cars of coal | 
March 6 1,092 
si 13 1,123 
“s 20 1,135 
“ 27 1,202 | 
‘ April 3 1,248 
os 10 1,103 
“ 17 1,404 
ee 24 1,384 
May 1 1,393 
wis 8 1,287 
“s 15 1,236 
# 22 1,205 
Be 29 1317 
June 9) 1,167 
me 12 1,179 
es 19 1,312 
- 26 2,180 
July 3 1,555 
ss 10 833 
i 17 1,247 
" 24 1,274 | 
ks 31 1,391 | 
August 7 1,362 | 
sia 14 1,201 | 
es 21 1,139 
# 28 1,193 
September 4 1,335 
Recap: 
35 weeks @ 5 days 175 days | 
Total of daily no-bills 215,013 
215,013 divided by 175 1,228 


Daily average 1,228 
Using a 6-day week, the daily 
average number of no-bills is 1,024 


AvurHoriTy: Figures obtained from Coal Traffic Departments of I. C. RB. R. 
and L. & N. RB. RB. 


201 | 
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Hearing Ex. No. 28 
PRODUCTION OF BITUMINOUS COAL, 1940-1954 





























Thousands 
of 

Net Tons 

1940 460,772 
1941 514,149 
1942 582,693 
1943 590,177 
1944 619,576 
1945 577,617 
1946 033,922 
1947 630,624 
1948 599,518 
1949 437,868 
1950 516,311 
1951 533,665 
1952 466,841 
1953 453,000 
1953: January 39,576 
February 34,398 
March 36,566 

April 37,135 

May 37,350 

June 38,632 

Total 6 Months 223,657 

1954: January 34,055 
February 29,657 
March 31,456 
April 28,380 

May 29,050 

June 30,660 


Total 6 Months 183,258 


Source: U. S. Bureau of Mines, 
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Exhibit No. 30 


THE WHITE HOUSE 
WASHINGTON 


July 20, 1954 
Dear Mr. McGrath: 


This is in reply to your letter of July nineteenth. A copy 
of the President’s letter to Arthur Flemming is enclosed 
as requested. 

Sincerely, 


/s/ Murray Snypver 
Assistant Press Secretary 
Mr. Jerome J. McGratu 
Assistant General Counsel 
Fuels Research Council, Inc. 
324 Shoreham Building 
Washington 5, D. C. 
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THE WHITE HOUSE 
WASHINGTON 


July 6, 1954 
Dear Dr. Flemming: 


The soft coal industry is, of course, a very important 
part of our defense mobilization base. Despite the ever in- 
creasing demand for mechanical energy, the utilization of 
coal has actually dropped over the last several years and 
there is danger of a serious loss in our capacity to produce 
coal in the event of a major emergency in the future. 


I am, therefore, creating an Interdepartmental Commit- 
tee on the Soft Coal Industry, the function of which shall 
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be to determine the nature and extent of the danger to the 
strength and well-being of the nation created by present 
conditions in the coal industry and to recommend such 
remedial action as can and should be taken. I wish you 
to act as Chairman of the Committee and I shall request 
the Secretary of State, the Secretary of Defense, the Secre- 
tary of the Interior, the Secretary of Commerce, and the 
Secretary of Labor to designate representatives to serve as 
members of the Committee. You are authorized to call 
upon the various Departments and Agencies to assist the 
Committee in its work. 










Sincerely, 





/s/ Dwicut D. Eisen nOwER 





HonoraBLeE ArTHUR S. FLEMMING 
The Director 
Office of Defense Mobilization 
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EXHIBIT NO, 107 
WORTHERA KATURAL O48 COMPAIT 


Contract Dewand and Equivalent Contract Demand Volumes 
Onder Syatem Salabdle Capacity of 1,100,056 CF 
and Prepoeed 1.130.569 NCP Per Day 
Batire Syetes 
M.C.7. @ 14.73 peta 


1 2 3 
* ¥, v 
Oae Utility ——— Seatac Demand_and foul alee) Sontrect Dreand Yoluees——_ to 
Pilling Croup Wrective Effective 
fooeuni ty Octeder 27, 195% Iacreace Qetoder 27, 1955 
Board of Water, Blectrio, Gas and Pover Comst peionere 
roup i 
auctia 12,500 i 12,500 
Palle, Cit 
Group 1 
Cedar Falle 3.350 it 3.350 
Gentral Electric aod Gee Co. 
Oroup 1 
ateme 310 - gio 
Beatrice 6,150 - 6,250 
Clatonia ws 33 oe 
Columbus 5.000 - 5,000 
Cortland 130 - 230 
Crete 1,800 - 1.800 
David City 1,555 - 1.555 
De witt eo = 380 
Dorchester 240 - 4 
Yriena 780 - 
Carrico 2% - = 
Fallen - Z 
Laneeln a4 a wri 
Milford = 
Genenia B o 4 
bg Cy 20 - 210 
Rieing City 1% - 1% 
Sevard 2,200 - 2,200 
Shal by 800 - Os) 
Stapleburet 130 - 130 
Strowsbur¢g TT? - T9# 
Ulyense = - bd 
Waverly 6 - 96 
Wilder —i2 = —n2 
Totel Oroup 1 70.692 - 70,693 
Group 2 
lington 470 - 470 
Sleir® 2, 700 ho 2.7% 
Head 150 - 2150 
Wahoo oe 2000 
Total Oroup 2 $225 135 5.360 
is y is 
Curkead 1,090 20 1,100 
Tekamab 1,200 & 1,345 
Weat Potat prea} I pA) 
Total Oroup 3 4,591 129 4,720 
Croup & 
Mynaré 23 (5) 18 
Plattemouth 202 2 £1520 
Total Group & 2.333 15 2.516 
o . 
Mreeservitie 3a i 325 
Harrisburg g7 (7) 80 
aoe all 3 30 900 2 00 
3 TYalie . . 
Worthing —& D aeatl 
Total Oroup 5 23.983 887 24, 670 
TOTAL CENTRAL ELMCTRIC AND Oa8 00. 106, 823 1,336 108,259 
Goetrel Hetural One Oe 
pacariek 1.139 - 1.139 
Veratilica = 
TOTAL CERTRAL BaTURaL O43 CO. 3,058 - 3.958 








EXHIBIT NO. 108 
NORTHERN NATURAL GAS COMPANY 
ESTIMATE OF CONTROLLED GAS RESERVES AS OF DECEMBER 31, 1954 
Millions Cubic Feet @ 14.73 pois 


Date of 
Basic Type of Estimated 
Source Contract Delivery Reserves 


White Deer Arca of Texas Panhandle Field 
rchester Corporation T= 1-52 Wellhead 316 $11 
J. M. Huber Corporation 4221-36 Pipeline 
Northern Natural Gas Producing Company ll. 1-52 Wellhead 
Other Independent Producers Various Wellhead 
Phillips Petroleum - Gray Plant le 1-53 Plant Residue 
KerreMcGee - Pampa Plant Plant Residue 
Total White Deer Area 


Sun: Ares. of Texas Panhandle Field 
Plant Residue 
Shamrock-Sour 18.8423% a26=49 Plant Residue 
Shamrock-Consolidated-Sour 14.3713% Plant Residue 
ShamrockeConsolidated«Sour 13.0459% Plant Residue 
Shamrock-Consolidated-Sour 5.2215% Plant Residue 
Shamrock-Consolidated-Sweet Texas Hugoton Plant Residue 
Sub-Total Shamrock 
Phillips Petroleum Company - Dumas Plant Plant Residue 
Total Sunray Area 


Permian Basin Area - West Texas and SE New Mexico 
an n Pipeline Company W.H. & Residue 


oton Field of Kansas and Oklahoma 
es vervice Ve CO. ) Qe Gahd Wellhead 
Cities Service Gas Dev. Co. er 3015-51 Wellhead 


Cabot Carbon Company 2-17-53 Wellhead 
Hugoton Plains Gas and O11 Company 9-15-49 Plant Residue 
Northern Natural Gas Producing Company lle 1-52 Wellhead 
Republic Natural Gas Co. « "A" Contract 12-21-45 Wellheac 
Republic Natural Gas Co. - "B” Contract 9-13245 Wellhead 
Warren Petroleum Corporation 3 6-47 Wellhead 
Other Independent Producers Various Wellhead 
Total Eugoton Kansas and Oklahoma 


Miscellaneous Fields 
» Glenwood Northeast, 
McKinney, North Hutchinson and Otis 


Exchaee Gas 
to Northern and Permian 12-31-54 


TOTAL ESTIMATE OF CONTROLLED RESERVES 12-31-54 











4367 
EXHIBIT NO. 109 
HORTHERN NATURAL GAS_ COMPANY 


ESTIMATED AVAILABILITY OF GAS FOR FULFILLING INPUT DELIVERIES 1 
REQUIRED FOR SYSTEM SALABLE CAPACITY OF 1,130.6 MMCP PER DAY 


Millions Cubic Feet @ 14.73 Puia 


Including Sales to Northern States 
Power Campany for Black Dog Station 





Detail 1 2 3 4 5 6 7 
Pages 
Source Field Reference 1955 1956 1957 1958 1959 1960 1961 
ESTIMATED PEAK DAY Dorchester - Huber - HNGP and Others Panhandle 2-3 82.2 82.2 82.2 82.2 82.2 82.2 82.2 
SYSTEM INPUT DELIVERIES Phillips Petroleum Gray Plant Panhandle 4 45.8 45.8 45.8 45.8 45.8 33.5 ne 
ak ae eee ere Kerr-McGee Panhandle 5 17.3 17.0 16.8 16.6 13.8 11.1 12.0 
Phillips Petroleum Dumas Plant Panhandle 6 i 39.8 39.8 39.8 39.8 39.8 oc = 
Permian Basin Pipeline Company Permian Basin 7 262.9 261.8 300.0 307.3 300.4 300.0 300.0 
Shamrock O11 & Gas Corporation Panhandle 8-15 126.1 128.7 125.5 122.0 19.3 116.8 114. 
Kansas and Oklahoma Eugoton Bugoton 16-18 664.3 664.8 630.0 626.5 639.0 696.7 732.3 
Other Sources Miscellaneous 19 -9 4.2 4.2 41 4.0 4.0 4.0 
Total 1 2hh.3 1 2hh.3 1 24h.3 1 2bh.3 1 2hh.3 1 264.3 1 264.3 
Deficiency in Required Input Deliveries in = = as — — ies sz a 
' BSTIMATED AVERAGE DAY Dorchester - Euber - NMGP and Others Panhandle 2-3 82.2 82.2 82.2 82.2 82.2 82.2 82.2 
Phillips Petroleum Gray Plant Panhandle 4 45.8 45.8 45.8 45.8 45.8 33. -- 
Kerr-MicGee Panhandle 5 17.3 17.0 16.8 16.6 13.8 21.2 11.0 
Phillips Petroleum Dumas Plant Panhandle 6 39.8 39.8 39.8 39.8 39.8 o- -- 
Permian Basin Pipeline Company Permian Basin 7 222.5 221.4 263.1 307.3 300.4 290.2 281.6 
Shamrock 011 & Gas Corporation Panhandle 8-15 126.1 128.7 125.5 .0 1g.3 116. 114.8 
Kansas and Oklahoma Bugoton Eugoton 16-18 ; 350.6 403.2 364.9 324.5 337.0 404.5 448.7 
Other Sources Miscellaneous 19 .9 4.2 4.2 St. 4.0 4.0 4.0 
Total 890.2 942.3 gh2..3 942.3 942.3 942.3 942.3 
Deficiency in Required Input Deliveries in Zs -- -- -- - -- -- -- 
ESTIMATED ANNUAL Dorchester - Buber - EGP and Others Panhandle 2-3 30 000 30 000 30 000 30 000 30 000 30 000 30 000 
SYSTEM INPUT DELIVERIES Phillips Petroleum Gray Plant Panhandle 4 16 7 16 711 16 711 16 711 16 711 12 230 -- 
Kerr-McGee Panhandle 5 6 305 6 213 6 12h 6 O46 5 033 4 055 4 022 
Phillips Petroleum Dumas Plant Panhandle 6 14 $21 14 521 1h 521 14 520 14 520 -- -- 
Permian Basin Pipeline Company Permian Basin 7 81 213 80 811 9 032 112 165 109 646 105 ac 102 74 
Shamrock 011 & Gas Corporation Panhandle 8-15 46 032 46 981 45 813 4 536 43 550 42 6 41 908 
Kansas and Oklahoma Hugoton Bugoton 16-18 127 961 147 143 133 205 118 456 123 019 147 633 163 765 
Other Sources Miscellaneous 19 2 17% 1 549 1 1 495 1 450 1.450 1.450 
Total | 324 937 343 929 343 929 343 929 343 929 343 929 343 929 


Deficiency in Required Input Deliveries in — : «- -- -- -- -- -- -- 





19 —1263_ et 1 1966 _ —167_ 18 16 —1279_ 2 ae 27h —1274_ —Total__ 
82.2 82.2 16.7 68.5 61.5 55.4 50.3 45.7 41.8 38.2 35.2 ee 30.0 
10.9 10.8 5.3 me ve a ae as Ee a a “se a 
Ss 2 2 & 2 ft i 5.0 
734.2 735.7 748.1 762.8 TT1.% 700.3 790.4% 799.0 819.6 754.9 688.5 623.8 563.9 
k.o 4.0 4.0 4.0 : 4 4 a 4 a4 4 1.0 ; 
2 2hh.3 1 2hh.3 1 244.3 1 2hh.3 1 2bh.3 1 2k4.3 1 2b4.3 1 2h4.3 1 238.7 1 103.4 961.1 856.8 597.4 
ae _ as a ae sie ae s 5.6 140.9 283.2 387.5 646.7 
we wi a = cbs wis ae ac 5 1.3 22.8 31.1 52.0 
82.2 82.2 76.7 68.5 61.5 55.4 50.3 45.7 42.8 3.2 35.2 32.4 30.0 
10.9 10.8 5.3 a a a = as ad = es al Ai 
273.8 270.8 270.8 270.8 270.8 270.8 270.8 270.8 270.8 235.0 198.4 170.1 os 
113.0 lll 110.2 109.0 107.9 105.2 100.2 2 73.9 41.3 1.6 10.2 3.0 
458.8 462.9 475.3 490.0 498.6 507.5 517.6 526.2 552.4 592.1 ak 579.2 563.9 
4.0 4.0 4.0 4.0 j 4 Rn 4 oh 4 4 1.0 ‘ 
942.3 942.3 942.3 942.3 gh2.3 942.3 942.3 942.3 942.3 910.0 850.7 792.9 597.6 
se wie si in a = a eo - 32.3 91.6 149.4 Yh.7 
si ie sat “= ee on a - -- 3.4 of 15.9 6 
30 000 30 000 27 996 25 003 22 48 20 221 18 30 26 2 15 257 13 943 12 848 1 826 10 950 pes 
3 991 3 935 1 932 -- -- - -- -- -- -- jit - 47 656 
om ‘eo ex i = see ae es on = a ae nw 72 603 
99 791 98 8he 98 Sho 98 She 98 8he 98 8h2 98 Bho 98 She 98 Sho 85 775 ‘72 416 62 en 1 799 379 
41 251 ko Tho ho 229 39 791 39 389 3B 399 36 573 35 13 26 975 15 076 & 234 3 723 1 096 674 O47 
167 446 168 962 173 480 176 843 181 976 185 2% 188 923 192 063 201 625 216 135 219 789 211 410 205 813 3 452 903 
1 450 1 450 1 450 1 450 1 12 12 1 230 1 230 1 230 12 26 26 160 
343 929 343 929 343 929 343 929 343 929 343 929 343 929 343 929 343 929 332 159 jlo 518 289 393 218 124 6 634 066 
7 = so = = me es ze “i == — 


Na) 
pwr 





(Item E by Reference) 






EDERAL POWER COMMISS10» 





F.P.C. GAS TARIFF 






Original Volume No. 1 
(Supersedes First Reviced Volume No. 2) 






cfr 







NORTHERN NATURAL GAS COMPANY 






Cnsha, Nebraska 










Filed With 
FEDERAL POWER COMMISSION 


Communications Concerning Rates 
should be addressed to: 

H. M. Sampson 

Supervisor of Tariffs 

Northern Naturml Gas Company 

2223 Dodge Street 

Omaha, Nebraska 











NORTHERN NATURAL GAS COMPANY 
F.P.C. Gas Tariff 
Original Volume No. 1 


RATE SCHEDULE CD-1 
CONTRACT DEMAND SERVICE 
(Town Border Delivery) 


Api lab This rate schedule is available to the purchaser, herein- 
after the Gas Utility for a commmity where the Gas Utility's 
distribution system is connected to and receives natural gas from the 
pipe line system of Northern, and where,the Gas Utility executes 
Northern's Service Agreement for "CD-1" Rate Schedule. 


App cab sty ané Character of Service: This rate schedule shall apply 
to all nat gas ve rn to Gas Utility on a firm 
basis. Sexvice rendered under this rate schedule, up to the Contract 
Demand, shall be firm and shall not be subject to curtailment or 
interruption except as provided in Sections (7.1) and (7.%) of this 
rate schedule and in Sections (9) and (10) of the General ferms and 
Conditions. 


Rate: Demand Charge: $2-21 per month per Mcf of Billing Demand. 
Commodity Charge: 21.94¢ per Mcf of gas delivered. 
Minimum Bill: ‘The Demand Charge for the month. 


Contract Demand: The Contract Demand shall be the maximum daily volume 

of natural gas Northern is obligated to deliver to the Gas Utility and 
shall be the maximum daily volume of gas the Gas Utility is entitled to 
receive under this rate schedule, except as provided in Sections (7.1) 

and (7.2) of this rate schedule and Section (9) of the General Terms 

and Conditions. The Contract Demand shall be that agreed upon by Northern 
and the Gas Utility and set gorth in the Executed Service Agreement. 


Billing Demand: 


6.1 Determination of Billing Demand: The Billing Demand in effect for 
a billing month in a particular community or billing group served 
by a Gas Utility shall be the maximum volume of gas delivered by 

Northern to the Gas Utility under this rate schedule on any day 
of such month, but not less than 80% of the Contract Demand, nor 
more than the Contract Demand. 


; Billing: The grouping of commmities for billing purposes 

: (asbatize the imposition of penalties as provided in paragraph (8) 
hereof) where they are served by a single Gas Utility and located 
within an area of reasonable extent, will be permitted when the in- 
fluence of such grouping does not result in unreasonable 


Issued by: H. M. Sampson, Supervisor of Tariffs Effective: August 27, 1954 
Issued on: August 16, 1954 -- in accordance with 
the Commission's order issued January 
28, 1954 in Docket No. G-2217. € 
~~ 
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RATE SCHEDULE CD-1 
CONTRACT DEMAND SERVICE 





(Town Border Delivery) 
(Continued) | 


discrimination, require the additional looping of branch lines, 
detract from Northern's ability to deliver the Contract Demand 
Volumes to all other commmities or adversely affect Northern's 
pipe line operations. 


7- Demand Charge Adjustments: 


7.1 Credit for Delivery Deficiency: On any day when Northern does not 

' deliver the full actual patural gas requirements of any billing 

Group of the Gas Utility within the Contract Demand, because Northern | 
did not maintain the delivery pressure equal to or greater than it | 
is obligated to maintain, then the demand charge otherwise payable | 
during the month in which such day occurs shall be reduced by an 
amount equal to the difference between the Contract Demand and the 
volume of gas actually delivered on such day, miltiplied by 7.27¢ | 
per Mcf. 


7-2 Credit for Voluntary Operation of Gas Utility's Peak-Sheving 
Facilities at Northern's Request: On any dDilling day when Northern H 











eR 


is, or in its judgment may be, unable to deliver the full Contract 
Demand volume to any Gas Utility for any billing group requiring 
such volume on such day, Northern may request any Gas Utility to 
voluntarily operate its peak-shaving facilities. If the Gas Utility 
advises Northern that it elects to so operate ites facilities, then 
the Gas Utility's right to take the Contract Demand volume for the 
particular billing group shall be reduced for such day by the 
volume of gas that Northern and the Gas Utility agree is to be made 
by the Gas Utility on such day. To the extent that the volume of 
gas actually taken by the Gas Utility from Northern on such day 

for such billing group is reduced below the Contract Demand for 

such billing group, the demand charge otherwise payable during the | 

; month in which such day occurs shall be reduced by an amount equal 
to the sum of the following: 


(a) $2.00 per Mcf of equivalent 1000 Btu gas up to but not | 
exceeding the volume the Gas Utility agreed with 
Northern to make on such day, and 


(b) 7.27¢ per Mef multiplied by the difference between | 
Contract Demand and the volume of gas actually | 
delivered on such day. 





Issued ty: H. M. Sampson, Supervisor of Tariffs Effective: December 27, 1953 
Issued on: January 25, 195% 
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Issued by: 
Issued on: 














$ 2.00 per Mf for such over-run gas up to and including 
larger of 3% of the Contract Demand, or 50 Mcf; 


$20.00 per Mef for additional volumes of over-run gas. 


The payment of an over-run penalty shall not, under any circum- 
stances, be considered as giving any Ges Utility the right to take 
unasuthorized over-run volumes, nor shall such payment be considered 
to exclude or limit any other remedies available to Northern or 
ancther Gas Utility against the offending Gas Utility for failure 
to comply with its obligations to stay vithin its Contract Demand 
for ell communities vhen Step 6 curtailment (Contract Demand) is 
ordered into effect. 


All such penalties shsll be collected and retained by Northern and i 
shall not be refunded to the Gas Utilities, except as provided in y 
Paragraph (8.2) hereof. 


Waiver of Penalties Under Conditions of Force Ma : Northern 
Shall act beve the TIget te valve the paanlty Tor umecthorized over- 


run volumes under any circumstances, except where unauthorized over- 
run volumes were taken because of a force majeure gas operating 
situation of the Gas Utility. Such situation shall be deemed to 
exist when the unauthorized over-run volumes taken were due to 
accident or to breakage of pipe lines, machinery or equipment of the 
Gas Utility, fires, floods, storms, strikes, riots, legal inter- 
ferences, acts of God or the public enemy, or without limitation by 


H. M, Sampson, Supervisor of Tariffs Effective: December 27, 1953 
January 25, 195% 
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The Gas Utility shall notify Northern at once, by phone or wire, 
Whenever such a force majeure gas operating situstion arises as 6 
result of which the Gas Utility proposes to request waiver of the 
penalty for unauthorized over-run gas, ané shall furnish proof in 
writing satisfactory to Northern, that such unauthorized over-run 
was the direct result of such force majeure gas operating situation. 


Northern shall not have the right to waive such penalties when the 
unauthorized overerun is occasioned by deliveries to large volume 
consumers, except and unless permissible deliveries are made to 
large volume consumers on a day in vhich a force majeure operating 
situation occurred, and such otherwise permissible deliveries 
occurred before the Gas Utility was aware of the existence of the 
force majeure operating situation. 


Heat Content: Refer to paragraph (1) of the General Terms ané Conditions. 


Measurement Base: Refer to paragraph (1) of the General Terms and 
Conditions. 


General Terms and Conditions: The General Terms and Conditions are 
applicable to tais rate schedule and are hereby made a part hereof. 


H. M. Sampson, Supervisor of Tariffs Effective: December 27, 1953 | 
January 25, 195% 








ee This rate schedule is available to any purchaser 


icability and Character of Service: This rate schedule shall 
TE te alicstural ns delivered be Borthern to the Gas Utility 
in excess of the Contract Demand except during such days in which 
Northern orders Gas Utility to curtail completely the taking of gas 
under this rate schedule. Service rendered under this rate schedule 
shall be subject to curtailment or interruption. 


Rate: 23.94¢ per Mcf delivered. 


eal 0% pan ere Ng getian, Many amelie 
under this rate schedule, all gas taken by Gas Utility shall be 
considered as delivered under Northern's Rate Schedule CD-l. 


Procedure for Curtailment of Service Under This Rate Schedule: 
ra’ ect to 

curtailment by Northern in the following order: 

Step 1: Wo curtailment. 


Step 2; Curtail or discontime deliveries of over-run gas for 
the gas requirements of such existing and new large volume 





prior to said date, shall be curtailed and deliveries 
limited to not more than 12,000 MF per day wider this 


step. 


Curtail or discontinue deliveries of over-run gas 


Northern's class D-l priority, immediately prior to 
October 27, 1947; (b) which were direct customers of 
Northern taking priority class D-l gas immediately prior 
to October 27, 1947; and (c) new large volume consumers 
whose normal monthly requirements are more than 

20,000 MCF. 


Curtail or discontinue deliveries of over-run gas for the 
requirements of such large volume consumers: 

a) who were supplied gas through the Gas Utility under 
Northern's class C-l priority immediately prior to 
October 27, 1947; (b) which were direct customers of 
Northern taking C-l gas iomediately prior to October 27, 


1947; and (c) new large volume consumers whose normal 
monthly requirements are between 10,000 and 20,000 MCF. 


Curtail or discontinue deliveries of over-run gas for 
the gas requirements of such large volume consumers: 

(a) who were supplied gas through the Gas Utility under 
Northern's clags Bel priority, immediately prior to 
October 27, 1947; (b) which were direct customers of 
Northern taking B-l gas immediately prior to October 27, 





Issued by: H. M, Sempson, Supervisor of Teriffe Effective: December 27, 1953| 
Issued on: January 25, 1954 | 


218 LE 





4415 


NORTHERN NATURAL GAS COMPANY 
F.P.C. Gas Tariff 
Original Volume No. 1 Original Sheet No. 11 


RATE SCHEDULE R-1 
INTERRUPTIBLE OVER-RUN SERVICE 
(Town Border Delivery) 
(Continued) 


1947; and (c) new large volume consumers whose normal 
monthly requirements are less than 10,000 MCF. 


Step 6: When curtailment of over-run gas is necessary beyond 
that set out in Step 2 through Step 5 above, then 
the Contract Demand shall be put into effect. When 
the Contract Demand is ordered into effect, de- 
liveries to direct interruptible customer loads 
of Northern shall be discontinued. 


When any of the curtailment Steps 2 through 5 are in effect in 
an area, deliveries to direct interruptible customer loads of 
Northern in such area shall be ordered curtailed to the same 
curtailment Step that has been ordered into effect for the Gas 
Utilities in such area. 


As mich advance notice of the effective time of curtailment 
orders covering Steps 2 to 5, inclusive, shall be given as is 
practicable under the circumstances at the time, and a minimum 
of 12 hours advance notice of the effectiveness of Step 6 
shall be given when practicable. 


As used in this Section (6) the word "existing" shall mean 
existing on October 27, 1947 as a consumer served by the pipe 
line system of Northern either as a direct customer of Northern 
‘or as a customer of the Gas Utility and tbe word "new" shall 
mean added after October 27, 1947 as a consumer served by the 
pipe line system of Northern. 


7. Penalties for Violation of Curtailment Orders: 


7-1 Amount of Penalty: Any volume of ges taken by a Gas 
; Utility under this rate schedule in excess of the 


: HE. M. Sampson, S eenrnnee SE SeEseee Effective: December 27, 1953 
: January 25, 195% 
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volumes permitted under the curtailment step ordered by 
Northern for a billing group for any day following the 
day on which Northern notifies the Gas Utility (by 
telephone, telegraph or otherwise) that the receipt 
of gas by the Gas Utility shall be limited to such 
curtailment step under the provisions of Section (6) 
hereof, shall be considered as unauthorized over-run 
volume taken under this rate schedule. Northern shall 
bill, and the Gas Utility shall pay, for such un- 
authorized over-run gas at the rate of $1.00 per Mcf. 
Provided, howver, that the penalty shall not spply 
unless two or more bours notice of curtailment has 
been given prior to the beginning of the affected day, 
and provided further, that the penalty shall not apply 
; if the total take of the Gas Utility on such day is 
less than the larger of: 


{a} 103% of the Contract Demand 
b) The Contract Demand plus 50 Mf. 


On or before the first day of each calendar month, the Gas 
Utility shall furnish Northern a statement of the deliver- 
ies, computed on the measurement basis provided by this 
tariff, to all large volume customers covered by Steps 2, 
3, 4 and 5, for each day in the previous billing month. 


The payment of an Over-run Penalty shall not, under any 
circumstances, be considered as giving any Gas Utility 
the right to take unauthorized over-run volumes, nor 
shall such payment be considered to exclude or limit 
any other remedies available to Northern or another 

Gas Utility against the offending Gas Utility for 
failure to comply with its obligation to stay within 











by: H. M. Sampson, Supervisor of Tariffs Effective: 
on: 


January 25, 1954" 
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its Contract Demand for all commmities when Step 6 
curtailment (Contract Demand) is ordered into effect. 


All such penalties shall be collected and retained by 
| Northern and shall not be refunded to the Gas Utilities, 
except as provided in paragraph (7.2) hereof. 


| Waiver of Penalties Because of Force : Northern shall 
not have the right to waive the penclty for oneuthorised 
over-run volumes under any circumstances, except where un- 
authorized over-run volumes were taken because of a force 
majeure gas operating situation of the Gas Utility. Such 
situation shall be deemed to exist when the unauthorized 

| Over-run volumes taken were due to accident to or breakage 
of pipe lines, machinery or equipment of the Ges Utility, 
fires, floods, storms, strikes, riots, legal interfer- 
ences, acts of God or the public enemy, or without 
limitation by enumeration, any other cause beyond the 
reasonable control of the Gas Utility, other than as pro- 
vided in the third paragraph of this Section (7.2); 
Provided, however, the Gas Utility shall promptly and 

| diligently take such action as may be necessary and 

| practicable under the then existing circumstances to repair 
or otherwise remedy such situation. 


| The Gas Utility shall notify Northern at once, by phone 

| Or wire, whenever such a force majeure gas operating situ- 

| ation arises as a result of which the Ges Utility proposes 
to request waiver of the penalty for unauthorized over- 

| Yun gas, and shall furnish proof in writing satisfactory 
to Northern, that such authorized over-run was the direct 
result of such force majeure gas operating situation. 


Northern shall not have the right to waive such penalties 
when the unauthorized over-run is occasioned by deliveries 


H. M. Sampson, Supervisor of Tariffs Effective: December 27, 1953 
January 25, 1954 
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to large volume consumers, except and unless permissible 
deliveries are made to large volume consumers on a day 

in which a force majeure operating situation occurred, and 
such otherwise permissible deliveries occurred before the 
Gas Utility was aware of the existence of the force majeure 


operating situation. 
Heat Content: 
Refer to Paragraph (1) of the General Terms and Conditions. 
Measurement Base; 
Refer to Paragraph (1) of the General Terms and Conditions. 


General Terms and Conditions: 


The General Terms and Conditions are applicable to this rate 
schedule and are hereby made a part hereof. 


H. M. Sampson, Supervisor of Tariffs Effective: December 27, 1953 
January 25, 195% 
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UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


Docket No. G-2409 


In the Matter of the Application of Nortaern Naturat. 
Gas Company for a Certificate of Public Convenience 
and Necessity Under the Provisions of Section 7 of 
the Natural Gas Act as Amended 


Application for Certificate of Public Convenience and Necessity 


Northern Natural Gas Company (herein referred to as 
‘“‘Northern’’ or ‘‘Applicant’’), a Delaware corporation, 
makes application to the Federal Power Commission for 
a Certificate of Public Convenience and Necessity under 
the provisions of Section 7 of the Natural Gas Act, as 
amended, authorizing it to construct certain branch line 
and measuring and regulating facilities required to pro- 
vide service to the Black Dog Lake Power Generating Sta- 
tion located near St. Paul, Minnesota. In support of this 
Application and pursuant to the presently effective regu- 
lations under the Natural Gas Act and the Rules of Prac- 
tice and Procedure of the Commision, Applicant respect- 
fully states and shows the following: 


L. 


The exact legal name of Applicant is Northern Natural 
Gas Company, a Delaware corporation with its principal 
office at 2223 Dodge 
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Street in Omaha, Nebraska. Communications or corre- 
spondence concerning this application are to be addressed 
to: 

Mr. M. L. Mead, Vice President 

Northern Natural Gas Company 

2223 Dodge Street 

Omaha, Nebraska 


It is respectfully requested that copies of such corre- 
spondence or communications be sent to: 

Mr. L. I. Shaw, General Counsel 

Northern Natural Gas Company 

2223 Dodge Street 

Omaha, Nebraska 

and 

Mr. Justin R. Wolf 

1625 K Street, N. W. 

Washington 6, D. C. 

II. 

Applicant is engaged in the purchase of natural gas and 
its transportation and sale in interstate commerce. Appli- 
cant obtains its supply of natural gas from the Panhandle 
Field in the State of Texas, from the Hugoton Field in the 
States of Texas, Oklahoma and Kansas and from the Otis 
and Pawnee Rock Fields in Central Kansas. In addition, 
Applicant purchases gas from the Permian Basin Pipeline 
Company in West Central Texas. Permian obtains its sup- 
ply of gas from West Texas and Southeast New Mexico. 
From these sources of supply Applicant transports nat- 
ural gas in a Northeasterly direction through or into the 
States of Oklahoma, Kansas, Nebraska, Iowa, Minnesota 
and South Dakota. The natural gas transported through 
these pipelines is sold by Applicant to various gas utilities 
for resale and consumptive use and to certain direct large 
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volume consumers. In addition, Applicant, through its 
Peoples 
4994 


Natural Gas division, distributes and sells natural and 
propane gas in ninety communities located in Kansas, Ne- 
braska, Iowa and Minnesota. Applicant is also engaged 
in the recovery and sale of natural gasoline and other liquid 
petroleum gases. 

TIT. 


Applicant proposes, through the facilities described be- 
low, to deliver and sell natural gas to Northern States 
Power Company for use in the latter company’s Black Dog 
Lake Power Generating Station located near St. Paul, Min- 
nesota. As shown in the contract attached hereto as a 
part of Exhibit I, this sale will be on an interruptible basis 
and for purposes of curtailment will be classified in ‘‘Step 
2’? under Applicant’s tariff operating procedures. As a 
direct main line industrial sale, it will be made by Appli- 
eant through its Peoples Natural Gas division. The con- 
tract specifies that the annual minimum bill for the first 
twelve month period shall be for a volume of 5,000,000 
MCF, and for each succeeding twelve month period shall 
be for a volume of 10,000,000 MCF. The price to be paid 
for this gas initially is 24.1¢ for the first 600,000 MCF per 
month and 23.1¢ per MCF for all additional gas purchased 
during such month. 


IV. 


Facilities for which a certificate is sought by this Appli- 
cation are as follows: 
Approximately 7,500 feet of 16-inch O. D. branch line 
to serve Black Dog Lake Power Generating Station. 
A measuring and regulating addition to be located 
near Applicant’s existing Cedar Avenue measuring 
and regulating station. 
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The estimated cost of these facilities is $131,000, which 
sum will be financed from funds on hand. Applicant pro- 
poses to begin the above construction as soon as practicable 
after the issuance of necessary certificate authorization by 
the Commission, and expects to complete such construction 
in approximately 45 days. Detailed descriptions of the 
proposed facilities, including appropriate maps and cost 
estimates, are contained in the attached exhibits. 


Vi 


The Black Dog Lake Power Generating Station has a 
present installed generating capacity of 60,000 KW. 
Northern States Power Company is currently constructing 
a 100,000 KW unit at this station. Construction of this 
addition is expected to be completed and the additional 
unit ready for operation during the fall of 1954. It is esti- 
mated that the annual sales for the first year of operation 
of the 160,000 KW plant will approximate 8,838,900 MCF 
per year. Applicant has been advised that Northern 
States proposes to construct an additional 100,000 KW 
unit during 1955, and that the annual sales after 1955 
would be increased to approximately 13,808,400 MCF per 
year. 

This Power Generating Station will be utilized as a main 
‘“base load’’ plant for the Northern States Power Com- 
pany electrical energy system. This system provides elec- 
tricity to over a half million customers in more than 600 
communities located in the central and south central por- 
tions of Minnesota and the western portion of the State of 
Wisconsin. 

Substantial savings are estimated to accrue to Northern 
States Power Company from the economy of operations 
resulting from the use of natural gas in the power generat- 
ing station. Attached hereto as Exhibit 
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X-1 is a statement from Northern States Power Company 
with respect to this matter. 


VI. 


Ahe proposed interruptible sale of natural gas to the 
Black Dog Power Generating Station will in no way ad- 
versely affect Northern’s ability to serve the firm contract 
demand requirements of its utility customers. No material 
reduction of Northern’s gas supply will result from cer- 
tification of this proposed delivery and sale. 


No additional cost will be imposed upon Northern’s 
present utility customers as a result of the proposed sales. 


As shown by Exhibit N attached hereto, during the first 
full year of operations the annual revenues to be derived 
from this sale are estimated at $2,099,595 and the incre- 
mental cost of service at $1,309,890, leaving a balance of 
$789,705 which may properly be used, in part, to defray 
the over-all cost of service on Northern’s system. During 
the second full year of operations the annual revenues are 
estimated at $3,251,962 and the incremental cost of service 
at $2,029,910, leaving a balance of $1,222,052, which again 
may be used, in part, to defray the over-all cost of service 
on Northern’s system. 


Moreover, the addition of this interruptible load to 
Northern’s system will materially improve Applicant’s 
system load factor, thereby further benefiting Northern’s 
utility customers. In 1954 with a system salable capacity 
of 1007 MMCF, Applicant estimates its contract demand 
factor to be approximately 77%. This percentage is to be 
compared with the factor on Northern’s system in earlier 
years. During the period 1948 through 1953 Northern’s 
contract demand factor ranged from 95.9% 
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to 90.4%. The reduction in load factor has continued and 
is due principally to the expansion of capacity to meet the 
additional firm and small volume commercial and indus- 
trial requirements of communities being served. The major 
portion of the additional requirements are for low load 
factor heating use. The growth of industrial load on Ap- 
plicant’s system has been unable to keep pace with this 
growth of firm and small volume sales. It is estimated 
that addition of the Black Dog sales proposed herein will 
increase Northern’s contract demand factor from the 77%, 
referred to above, to 79.5% in 1954. 


vil. 


' Sales of this character are often made by utility custom- 
ers of Applicant pursuant to the terms of Northern’s 
presently effective Gas Tariff. Such additions, when so 
made, do not require the filing of an application under Sec- 
tion 7 of the Act and are made with only a letter of notice 
to Northern that the load under consideration will be at- 
tached by such utility customer. 


Vit. 


' Pursnant to the Commission’s Rules, Applicant has as- 
sembled all required Exhibits in a single volume. Such 
Exhibits are attached hereto and by reference each of the 
Exhibits contained herein is hereby made a part of this 
Application. Each separate Exhibit is designated by an 
alphabetical letter as set forth in Section 157.4 of the Com- 
mission’s regulations under the Natural Gas Act. 

This is an abbreviated Application. Certain of the data 
and 
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information required by Sections 157.5 through 157.6 of 
the Commission’s Rules are omitted. Specification of the 
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data and information omitted and the facts relied upon 
to justify separately each such omission, are contained in 
the references made below to all exhibits and documents 
being filed herewith or which are covered by statements or 
incorporated by reference. 


Exhibit A—Articles of Incorporation and By-Laws 
—The Articles of Incorporation and By-Laws of Ap- 
plicant are contained in Exhibit A of Docket No. 
G-2063 and supplemented in Exhibit A of Northern’s 
Exhibits in joint application filed in G-2334. 

Exhibit B—State Authorizations—The information 
required by this Exhibit is incorporated in this Appli- 
cation without change by reference to Exhibit No. 47 
of Docket No. G-2063. 


Exhibit C—Company Officials—The information re- 
quired in this Exhibit is incorporated in this Applica- 
tion without change by reference to Exhibit No. 48 of 


Docket No. G-2125. 


Eexmbit D—Subsidiaries and Affiliations—A state- 
ment covering Northern’s subsidiaries is attached to 
and made a part of this Application as Exhibit D. 


Exhibit E—Corporate Authorization — Attached 
hereto and made a part of this Application, as Exhibit 
H, is a certified copy of a Resolution of the Board of 
Directors authorizing the filing of this application and 
the Ratification of the Gas Sales Contract between 
Applicant and Northern States Power Company. 

Exhint F—Location of Facilities—A map of suit- 
able scale and detail showing the proposed facilities 
and their relation to existing facilities of Applicant 
is attached to and made a part of this Application as 
Exhibit F. 

Exhibit G—Flow Diagram Showing Daily Design 
Capacities and Reflecting Operation with Proposed 
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Facilities Added—Attached hereto and made a part 
of this Application as Exhibit G@ is a flow diagram 
reflecting operations with the proposed facilities 
added. Reference is made to Exhibit No. 53 in Docket 
No. G-2063, which shows the daily design capacity 
and operation of Applicant’s entire pipeline capacity. 
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Exhibit G-1—Flow Diagram Reflecting Maximum 
Capacities—The flow diagram data reflecting maxi- 
mum capacities of the proposed facilities is included as 
a part of Exhibit G. 


Exhibit G-II—Flow Diagram Data—The informa- 
tion and data required in this Exhibit is contained in 
Exhibit No. 54 in Docket No. G-2063 and by reference 
is hereby incorporated in this Application. 


Exhibit H—Total Gas Supply—Attached hereto and 
made a part of this Application as Exhibit H is a 


statement with regard to the gas reserves of Appli- 
cant. 


Exhibit I—Market Data—Attached hereto and made 
a part of this Application as Exhibit I is a tabulation 
showing the estimated sales, curtailment and require- 
ments for the Black Dog Lake Generating Station for 
the first full three years of operation. Also attached 
is a conformed copy of the Gas Sales Contract between 
Applicant and Northern States Power Company. 

The Commission’s Rules and Regulations relating 
to the filing of statements showing system-wide esti- 
mates of the volumes of gas to be delivered during 
each of the first three full years of operation of the 
proposed facilities, and actual data for each of the 
three years next preceding the filing of the Applica- 
tion, are believed to be inapplicable in this instance. 
However, if it is determined that information respect- 


230 








(5000) 


ing the system-wide deliveries is required, then Ap- 
plicant requests the incorporation by reference in this 
proceeding of Exhibit No. 69 in Docket No. G-2063. 


Exhibit J—Conversion to Natural Gas—Data and 
information required in this Exhibit are omitted since 
conversion to natural gas is not involved. 


Exhibit K—Cost of Facilities—Detailed cost esti- 
mates together with a summary of the estimated cost 
of facilities are shown in Exhibit K. 


Exhibit L—Financing—Attached hereto and made a 
part of this Application as Exhibit L is a statement 
regarding the method of financing for the proposed 
project. 


Exhibit M—Construction, Operation and Manage- 
ment—The facilities proposed to be constructed in this 
Application will be performed by Applicant’s person- 
nel and the operation and maintenance of the facilities 
will be carried on in the ordinary course of the Appli- 
cant’s business. 


Exhibit N—Revenue Expenses Income—Attached 
hereto and made a part of this Application as Exhibit 
N is an estimate of annual revenues and incremental 
cost of service attributable to sales to this proposed 
customer. 


5000 


Exhibit O—Depreciation—A statement setting forth 
Applicant’s policy on depreciation and depletion is 
contained in Exhibit No. 74 in Docket No. G-2036 and 
by this reference is incorporated in this Application. 


Exhibit P—Tariff—Information required in this Ex- 
hibit is omitted because the sale herein proposed is a 
direct sale. 
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Exhibit X-I—Letter from Northern States Power 
Company—A statement relating to the economics in- 
volved in the proposed use of gas by Northern States 
Power Company at the Black Dog Station is set forth 
as Exhibit X-I. 


Wuererore, Applicant respectfully requests that this 
Commission issue to it a Certificate of Public Convenience 
and Necessity under the provisions of Section 7 of the 
Natural Gas Act, as amended, authorizing the construction 
and operation of the facilities described herein. 

Applicant further requests that the intermediate deci- 
sion procedure be omitted, and Applicant waives oral hear- 
ing and opportunity for filing exception to the decision of 
the Commission and requests that this Application be dis- 
posed of pursuant to the provisions of Section 1.32(b) of 
the Commission’s Rules of Practice and Procedure (18 
CFR 1.32(b)) providing for shortened procedure. 


Respectfully submitted, 


M. L. Meap /s/ 
Vice President 





Dated: April 16, 1954 


LawRkENCE I. SHaw 
F. Vinson Roacu 
Date Tre Kotste 
Northern Natural Gas Company 
2223 Dodge Street 
Omaha, Nebraska 


Justin R. Wor 
1625 K Street, N. W. 
Washington 6, D. C. 
By Date Te Kotste /s/ 


Attorneys for Northern Natural Gas Company 
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Strate or NesBRasKa, 
County or Dovcuas, ss.: 


M. L. Mead, of lawful age, being first duly sworn on 
oath, states that he is Vice President of Northern Natural 
Gas Company, the above named Applicant, that he has 
read the foregoing Application and knows the contents 
thereof; and that the facts set forth therein are true as he 


verily believes. 
M. L. Mean /s/ 


Subscribed and sworn to before me this 16 day of April, 


1954. 
Evetyn M. Secor /s/ 


Notary Public 
(Sea) 
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Before the 
FEDERAL POWER COMMISSION 
OF THE UNITED STATES 


Docket No. G-2409 
In THE Marrer or 
NorTHern Naturat Gas Company 
Jomt Petition to Intervene 
NortTHern Naturat Gas Company 
Now come your petitioners, National Coal Association, 
United Mine Workers of America, and Fuels Research 
Council, Inc., and respectfully represent that they and 
their members have a common and substantial interest in 


the matters under consideration in the above-entitled pro- 
ceeding, and that they desire to intervene therein, on behalf 
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of themselves and their members, in opposition to the 
granting of the certificate of public convenience and ne- 
cessity applied for in such proceeding. 


L 


Your petitioner, National Coal Association, is a volun- 
tary, non-profit organization, incorporated under the laws 
of the State of Delaware. Its membership embraces ap- 
proximately four-fifths of the total commercial bituminous 
coal production of the United States, with members in 
every bituminous coal producing state in the union. Coal 
produced by those members is sold and marketed in all 
the states and in practically all communities in the United 
States. 

II. 


Your petitioner, United Mine Workers of America, is 
a voluntary, unincorporated non-profit association, organ- 
ized for the protection and welfare of the mine workers 
belonging to and affiliated with it; its members number 
approximately 600,000 persons engaged in the actual min- 
ing and production of coal in coal mines located in various 
states of the union. Coal produced by those members is 
sold and marketed in all states and in practically all com- 
munities in the United States. 
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Your petitioner, Fuels Research Council, Inc., is a volun- 
tary, non-profit organization, incorporated under the laws 
of the State of Delaware, with its principal office at Room 
324 Shoreham Building in the City of Washington, D. C. 
Its purpose is to, and it does represent numerous persons, 
associations and corporations engaged in the mining, pro- 
cessing, transportation and sale of bituminous coal, coke 
and anthracite, in research and other matters relating to 
or bearing upon competitive relationships between coal, 
coke and other fuels. Your petitioner, as a corporation, 
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affords membership to such persons, associations, and other 
corporations, and presently numbers among its members 
various groups representative of bituminous coal and 
anthracite mine operators, railroads engaged in hauling 
bituminous coal, coke and anthracite, manufacturers and 
distributors of merchant coke and coke oven gas, as well as 
persons and corporations engaged in and dependent for 
their existence upon the transportation of water-borne coal, 
coke and anthracite. 


IV. 


The natural gas proposed to be sold to Northern States 
Power Company for use as boiler fuel in its Black Dog Lake 
Power Generating Station, will displace substantial quan- 
tities of bituminous coal now used and which would other- 
wise be used in said plant, if the application herein is not 
granted. The natural gas so proposed to be used will be 
sold in competition with bituminous coal, which is and 
would be mined, prepared and sold by members of your 
petitioners. Such proposed use of natural gas would con- 
stitute an economically wasteful use of this valuable, ir- 
replaceable and limited natural resource which would be 
contrary to the public interest. There is presently avail- 
able, in unlimited quantities and at reasonable prices, 
bituminous coal suitable for use in the aforesaid electric 
generating station. The substitution of natural gas for 
coal would cause 


5197 
irreparable damage to these petitioners and their members. 
¥; 


Your petitioners submit this petition pursuant to Section 
15(a) of the Natural Gas Act, as amended, as competitors 
and as parties whose participation in this proceeding is in 
the public interest. They desire to be heard on said appli- 
cation and to introduce evidence bearing upon the alleged 
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convenience and necessity involved in the construction and 
operation of the proposed pipeline facilities and upon the 
detailed issues raised by the application and the exhibits 
made and filed in support thereof. 


WHEREFORE, your petitioners respectfully pray that they 
be permitted to intervene in the above-entitled proceeding 
and be made parties thereto with the right to have notice 
of and appear at all hearings; to produce and cross examine 
witnesses and to be heard by counsel or other representa- 
tive upon brief and oral argument, if oral argument is 
granted. 

Respectfully submitted, 


Tom J. McGratu, Attorney for 
National Coal Association, et al. 
324 Shoreham Building 
Washington 5, D. C. 


Dated at Washington, D. C., May 26, 1954 
5198 


Unrrep States or AMERICA, 
District or CoLUMBIA, S8.: 


Tom J. McGrath, being first duly sworn according to 
law, deposes and says that he is attorney for the petitioners 
herein, and that he is authorized on behalf of said peti- 
tioners to make this verification; that he has read the fore- 
going petition and is familiar with the contents thereof and 
that all averments of fact therein contained are true to the 
best of his knowledge, information and belief. 


Tom J. McGrarz 


Sworn to before me and subscribed to in my presence by 
the said Tom J. McGrath, this 26th day of May, 1954. 


eer ee nnnn ~~. 
- wan en eee 


Notary Public, D. C. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Seaborn L. Digby and Frederick Stueck. 


Docket No. G-2409 


In tHe Matter or 
NorrHern Naturat Gas Company 


Order Permitting Intervention 
National Coal Association, United Mine Workers of 
America, and Fuels Research Council, Inc., filed, on May 
26, 1954, a joint petition for leave to intervene in the 
above-entitled proceeding. 
The Commission finds: 


The participation of the above-named petitioners in 
this proceeding may be in the public interest. 


The Commission orders: 


The above-named petitioners be and they are per- 
mitted to become intervenors in this proceeding, sub- 
ject to the rules and regulations of the Commission: 
Provided, however, That the participation of such 
intervenors shall be limited to matters affecting 
asserted rights and interests specifically set forth in 
the petition for leave to intervene; and Provided, 
further, That the admission of such intervenors shall 
not be construed as recognition by the Commission 
that they might be aggrieved because of any order or 
orders of the Commission entered in this proceeding. 


By the Commission. 
Leon M. Fuquay, 
Secretary. 
Adopted: August 10, 1954 
Issued: August 12, 1954 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commisioners: Jerome K. Kuykendall, Chair- 
man; Seaborn L. Digby and Frederick Stueck. 


August 25, 1954 
Docket Nos. G-2409 and G-2491 


In THE MATTERS OF 
NortHerRN Naturat Gas CoMPaANy 


| Order Consolidating Proceedings and Fixing Date of Hearing 


Northern Natural Gas Company (Applicant), a Delaware 
corporation with its principal office at Omaha, Nebraska, 
filed, on April 19, 1954, an application in Docket No. G- 
2409, pursuant to Section 7 of the Natural Gas Act, for a 


certificate of public convenience and necessity authorizing 
it to construct and operate a certain branch line with meas- 
uring and regulating facilities to enable it to provide nat- 
ural gas service to the Black Dog Lake Power Generating 
Station of Northern States Power Company, located near 
St. Paul, Minnesota, as more fully described in said appli- 
cation, which is on file with the Commission and open to 
public inspection. On August 12, 1954, the Commission is- 
sued its order fixing date of hearing in Docket No. G-2409, 
to commence on September 13, 1954, at 10:00 a. m. (EDST). 

Applicant filed another application on July 16, 1954, in 
Docket No. G-2491, for a certificate of public convenience 
and necessity authorizing the construction and operation 
of 1.7 miles of 4-inch pipe line from its Ogden-Waterloo 
20-inch line presently under construction, for the sale of 
natural gas on an interruptible basis to the municipally 
owned power plant at Grundy Center, Iowa. 
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The Commission finds: 


(1) It is appropriate and in the public interest in 
carrying out the provisions of the Natural Gas 
Act, and good cause exists, to hold a public hear- 
ing in Docket No. G-2491, as hereinafter provided 
and ordered. 


(2) Good cause exists for consolidation of the above- 
entitled proceedings for purposes of hearing. 
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The Commission orders: 


(A) The proceedings in Docket Nos. G-2409 and G-2491 
be and are hereby consolidated for purposes of 
hearing. 


(B) Pursuant to authority contained in and subject to 
the jurisdiction conferred upon the Federal Power 
Commission by Sections 7, 15, and 16 of the Nat- 
ural Gas Act, and the Commission’s Rules and 
Regulations, including its Rules of Practice and 
Procedure (18 CFR, Chapter I), the public hear- 
ing to commence September 13, 1954, in Docket 
No. G-2409, at the time and place specified in the 
order of August 12, 1954, shall include hearing 
with respect to the matters and issues presented 
by the application in Docket No. G-2491. 


(C) Interested State commissions may participate as 
provided by Sections 1.8 and 1.37(f) of the Com- 
mission’s Rules of Practice and Procedure [18 
CFR 1.8 and 1.37(f)]. 


By the Commission. 


Leon M. Fuquay, 
Secretary. 


Adopted: August 25, 1954. 
Issued: August 27, 1954. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: Jerome K. Kuykendall, Chair- 
man; Claude L. Draper, Seaborn L. Digby, Frederick 
Stueck and William R. Connole. 

July 27, 1955 


Docket Nos. G-2063, G-2399, G-2409, G-2458, G-2465, G-2491, 
G-4259, G-4260, G-4261 


In tHE MaTrers or 
NorrHERN Naturat Gas Company 


Docket No. G-8654 
Nort Centrrat Pusuic Service Co. 


Findings and Order Issuing Certificate of Public Convenience and 
Necessity and Granting Other Relief 

These consolidated proceedings for hearing involve ap- 
plications under the Natural Gas Act and Executive Order 
10485, by Northern Natural Gas Company (Northern) for 
authorizations relating to the rendering of natural gas 
service to existing and new customers, and a petition by 
North Central: Public Service Co. requesting a reduction 
in its contract demand with Northern for natural gas. 

In Docket No. G-2063, Northern on November 17, 1954 
applied for rehearing in part of the Commission’s order 
issued November 5, 1954, by which order the original cer- 
tificate order in Docket No. G-2063, issued on March 11, 
1954, was further amended to reduce the contract demand 
for Perry Gas Company’ by 500 Mef per day. The Com- 
mission by order issued December 17, 1954, granted the 
application for rehearing and conditionally stayed said or- 
der of November 5, 1954. 





1 North Central Public Service Co. is the successor to Perry Gas Compan 
and Key City Gas Company. ss sat 
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In Docket No. G-2399, Northern by application filed 
March 29, 1954 requested a certificate of public conveni- 
ence and necessity to construct and operate facilities for 
the transportation and sale of natural gas from its exist- 
ing system near Farmington, Minnesota, into Duluth, Min- 
nesota, and Superior, Wisconsin. 

In Docket No. G-2409, Northern by application filed 
April 19, 1954 requested a certificate of public convenience 
and necessity to construct a branch line from its existing 
system for the transportation and sale of natural gas to 
Black Dog Lake power generating station of Northern 
States Power Company, near St. Paul, Minnesota. This 
sale is proposed to be made on an interruptible basis. 

In Docket No. G-2458, Northern by application filed June 
4, 1954 requested a certificate of public convenience and 
necessity to construct and operate facilities for the trans- 
portation and sale of natural gas to 
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the Allied Chemica] and Dye Corporation for use in its La 
Platte, Nebraska plant. This sale is proposed to be made 
upon a firm basis. 

In Docket No. G-2465, Northern by application filed June 
24, 1954 requested a certificate of public convenience and 
necessity to construct and operate facilities for the trans- 
portation and sale of natural gas, extending from its sys- 
tem near Sioux Falls, South Dakota, to Aberdeen, South 
Dakota. 

In Docket No. G-2491, Northern by application filed July 
16, 1954 requested a certificate of public convenience and 
necessity to construct and operate facilities for the trans- 
portation and sale of natural gas to the municipal power 
plant at Grundy Center, Iowa. This sale is proposed to 
be made on an interruptible basis. 

In Docket Nos. G-4259, G-4260, and G-4261, Northern by 
applications filed on October 25, 1954, requested a certifi- 
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cate of public convenience and necessity under Section 7 of 
the Natural Gas Act, authorization under Section 3 of said 
Act, and a Presidential Permit under Executive Order 
10485, to construct and operate facilities at and extending 
from the Canadian border near Emerson, Manitoba, Can- 
ada, to a point of connection with its system near St. Paul, 
Minnesota, for the transportation and sale of natural gas 
to be purchased from Trans-Canada Pipe Lines, Ltd. at 
said border. Also in Docket No. 4259, Northern requested 
authorization to construct and operate certain facilities on 
its existing system for the purposes of increasing the vol- 
umes of gas to be transported from existing connected 
sources. 

In Docket No. G-8654, North Central Public Service Co. 
by petition filed on March 21, 1955, requested a reduction 
in its contract demand with Northern claiming that 5,000 
Mef of gas per day sufficient to meet the demands in 
Dubuque, Iowa. 

Northern during the hearing on the certificate applica- 
tions held in January of 1955 proposed to obtain most of 
its gas supply from Canadian sources. At the resumed 
hearing held on June 6, 1955, and which was concluded on 
June 7, 1955, it became apparent that Northern could not 
obtain natural gas from Canada for the coming winter 
season of 1955-56 and, consequently, Northern proposed 
to meet only part of the demand on its system for gas dur- 
ing said coming winter season. 

The present proposal of Northern will result in (1) in- 
creasing the daily contract demand as of October 27, 1955 
of the following utility customers by the following volumes, 
to-wit: Central Electric & Gas Company, 1,336 Mcf; Town 
of Coon Rapids, 100 Mef; City of Guthrie Center, 126 Mef; 
Harlan Municipal Natural Gas, 352 Mef; Iowa Electric 
Light and Power Company, 4,321 Mef; Iowa-Minnesota 
Natural Gas Company, 477 Mef; Iowa Public Service Com- 
pany, 2,350 Mcf; Kansas Power & Light 
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Company, 320 Mcf; Minnesota Natural Gas Company, 59 
Mef; Minnesota Valley Natural Gas Company, 1,749 Mcf; 
Nebraska Natural Gas Company, 246 Mef; Northern States 
Power Company, 11,500 Mef; Northern States Power Com- 
pany of Wisconsin, 679 Mef; Village of Pender, 48 Mcf; 
New Ulm Public Utilities Commission, 325 Mef; Town of 
Remsen, 65 Mef; and Town of Sanborn, 31 Mef; (2) A 
total contract demand for North Central Public Service 
Co. of 10,286 Mef per day as of October 27, 1955, after giv- 
ing effect to the requested reduction of 5,000 Mcf per day 
contract demand for Dubuque, Iowa, and the 348 Mef addi- 
tional requested for Perry, Iowa; (3) an increase of 9,536 
Mef per day in the firm direct sales made through its so 
called ‘‘Peoples Natural Gas Division’’ and (4) interrupt- 
ible sales through said Peoples Natural Gas Division to 
the Black Dog power generating station of Northern States 
Power Co. and to the municipal power plant at Grundy 
Center, Iowa. The remaining demands for gas, Northern 
proposes to supply during the winter season of 1956-57, 
for which service Northern will file new and amendatory 
or supplemental applications covering the service, all as 
proposed in Docket Nos. G-2399, G-2458, G-2465, G-4259, 
G-4260 and G-4261. 

The additional facilities proposed to be installed by 
Northern are as follows: 


a 2,000 horsepower compressor unit in its Sunray, 
Texas, station and 3 line loops consisting of 3.23 miles 
of 6-inch pipe near Jefferson, Iowa, 1 mile of 6-inch 
pipe near Perry, Iowa, and 2.29 miles of 6-inch pipe 
near Webster City, Iowa. The estimated cost of these 
facilities is $760,600 which will be met from current 
funds. 
These facilities will make available for resale on North- 
ern’s system an additional 30,513 Mcf of gas per day 
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which, together with existing capacity Northern will be 
able to deliver to its customers at least 1,130,569 Mef per 
day. 

None of the parties to these proceedings opposed North- 
ern’s present proposal except as to Docket No. G-2409, 
and at the conclusion of the hearing Northern moved to 
amend its application in Docket No. G-4259 to conform to 
the evidence offered relating to the transportation and sale 
of gas as above referred to. This motion was granted by 
the Presiding Examiner. Northern further requested 
waiver of the intermediate decision procedure in the above 
dockets with the exception of Docket No. G-2409, certain 
interveners representing coal and railroad interests op- 
posed the granting of the application. 


The Commission finds: 


(1) Due and timely execution of its functions imper- 
atively and unavoidably requires that the motion 
of Northern for omission 
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of the intermediate decision procedure should be 
granted, and Docket No. G-2409 severed from 
these consolidated proceedings for an initial de- 
cision by the Presiding Examiner. 


Northern, a Delaware corporation having its prin- 
cipal place of business at Omaha, Nebraska, is en- 
gaged in the transportation of natural gas in 
interstate commerce and in the sale in interstate 
commerce of natural gas for resale for ultimate 
public consumption and therefore is a natural gas 
company within the meaning of the Natural Gas 
Act. 


The sales to be made for resale and the facilities 
hereinbefore described are to be made and used 
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in the transportation of natural gas in interstate 
commerce, subject to the jurisdiction of the Com- 
mission, as an integral part of Northern’s exist- 
ing pipeline system, and such sales together with 
the construction and operation of the said facili- 
ties are subject to the requirements of subsections 
(c) and (e) of Section 7 of the Natural Gas Act. 


The public convenience and necessity requires 
that a certificate issue covering that part of North- 
ern’s application in Docket No. G-4259, as 
amended, relating to the above referred to sales 
for the 1955-56 winter season, and the construction 
and operation of the facilities relating thereto, in- 
cluding those in Docket No. G-2491. 


Northern is able and willing properly to do the 
acts proposed in said application and to conform 
to the requirements, rules and regulations of the 
Commission thereunder. 


Public convenience and necessity require that the 
general terms and conditions set forth in para- 
graphs (1), (2), (3)(i), (3) (ili), (3) (iv) and (5) 
of Section 157.20 of the Commission’s Rules of 
Practice and Procedure [18 CFR 157.20] should 
attach to the certificate hereinafter issued, and to 
the exercise of the rights granted thereunder, and 
that the time within which construction of facili- 
ties authorized by this order shall be completed 
and in actual operation should be fixed at four 
months from the date on which this order issues. 


The contract demand of North Central Public 
Service Company should be reduced to an amount 
of 10,286 Mcf per day beginning on October 27, 
1955, as proposed by Northern and concurred in 
by North Central. 
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The Commission orders: 


(A) The aforesaid Docket No. G-2409 be and the same 
hereby is severed from the remaining aforesaid 
Dockets and the said Docket No. G-2409 be the 
subject of an initial decision by the Presiding 
Examiner. 


(B) In accordance with the provisions of Section 
1.30(c) of the Commission’s Rules of Practice and 
Procedure, the intermediate decision procedure in 
the aforesaid proceedings, except as to Docket 
No. G-2409, be and the same is hereby omitted. 


(C) A certificate of public convenience and necessity 
be and the same hereby is issued upon the terms 
and conditions of this order, authorizing that part 
of Docket No. G-4259 covering the aforesaid sales 
proposed to be made by Northern of natural gas 
in interstate commerce for resale for the 1955-56 
winter season and the construction and operation 
of the aforesaid related facilities, including the 
facilities requested in Docket No. G-2491. 


(D) The contract demand of North Central Public 
Service Co. shall not exceed 10,286 Mef per day 
on and after October 27, 1955 and the aforesaid 
proceedings in Docket Nos. G-2063 and G-8654 be 
and the same hereby are terminated. 


(E) This certificate shall be accepted in writing, and 
under oath by a responsible official of Applicant, 
and the general terms and conditions set forth in 
paragraphs (1), (2), (3) (i), (3) (iii), (3) (iv), and 
(5) of Section 157.20 of the Commission’s Rules 
of Practice and Procedure shall attach to the issu- 
ance of the certificate granted in paragraph (C) 
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hereof, and to the exercise of the rights granted 
thereunder. 


(F) The time within which the facilities hereby au- 
thorized shall be constructed and placed in opera- 
tion, as provided by paragraph (2) of Section 
157.20 of the Commission’s Rules of Practice and 
Procedure is hereby fixed at four months from the 
date on which this order issues. 


By the Commission. 
Leon M. Fuquay 
Secretary 
Adopted: July 27, 1955. 
Issued: July 28, 1955. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Decision 


Docket No. G-2409 


In tHe MATTER oF 
NorTHERN Naturat Gas Company 


Upon APPLICATION FOR 
CERTIFICATE OF PUBLIC CONVENIENCE AND NECESSITY 


APPEARANCES 


For Northern Natural Gas Company 


Justin R. Wolf, Esquire, Washington, D. C. 
Louise C. Powell, Washington, D. C. 
Lawrence I. Shaw, Esquire, Omaha, Nebraska 
F. Vinson Roach, Esquire, Omaha, Nebraska 
Dale Te Kolste, Esquire, Omaha, Nebraska 
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For National Coal Association, United Mine Workers of 


America, Fuels Research Council, Inc. 

Tom J. McGrath, Esquire, Washington, D. C. 
Jerome J. McGrath, Esquire, Washington, D. C. 
R. E. L. Hall, Esquire, Washington, D. C. 

Welly K. Hopkins, Esquire, Washington, D. C. 


For the Staff of the Federal Power Commission 


William J. Grove, Esquire 
William R. Duff, Esquire 
Alvin A. Kurtz, Esquire 
EK. B. Blackmon, Esquire 
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Hau, Presipinc Examiner: In this certificate proceeding 
Northern Natural Gas Company (Applicant) seeks author- 
ization to construct facilities to serve the Black Dog power 
generating station of Northern States Power Company 
(Northern States) with natural gas on an interruptible 
basis. The Black Dog plant is located on the Minnesota 
River south of Minneapolis, Minnesota. The gas would 
be used as boiler fuel. 


While direct consumer sales are not within the coverage 
of the Natural Gas Act, the facilities through which such 
sales are made are subject to the Commission’s jurisdic- 
tion. Applicant must therefore obtain a certificate of pub- 
lie convenience and necessity authorizing the required 
facilities before making the proposed sale. 


A consolidated hearing on this and another application 
was held September 13-16, 1954. However, the record was 
reopened before the filing of briefs and the two dockets 
consolidated with others for the purpose of further hearing 
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which was concluded June 7, 1955.1. The dockets so con- 
solidated were the subject of an order issued by the 
Commission on July 28, 1955 (In the Matters of Northern 
Natural Gas Company, Docket Nos. G-2063, G-2399, G-2409, 
G-2458, G-2465, G-2491, G-4259, G-4260, G-4261; North 
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Central Public Service Company, Docket No. G-8654). That 
order, among other things, severed Docket No. G-2409 from 
the others for initial decision by the Presiding Examiner. 

While numerous parties participated in the consolidated 
hearing, those actively interested in and participating in 
Docket No. G-2409 were Applicant, Commission staff, and 
three joint interveners, i.e., National Coal Association, 
United Mine Workers of America, and Fuels Research, 


Inc. 

Two briefs were filed. One (Applicant’s) supports and 
the other (joint interveners’) opposes the granting of 
the application. 


The Issue 


The issue presented for decision is whether Applicant’s 
proposed natural gas service to Northern States, on an 
interruptible basis, for use as boiler fuel, and the construc- 
tion and operation of facilities to render such service, are 
required by present or future public convenience and ne- 


cessity. 





1In its order issued September 27, 1954, reopening the record the Commis- 
sion found: 


(2) It is reasonable and in the public interest that the Commission, 
upon its own motion, should reopen the proceedings in Docket Nos. G- 
2409 and G-2491 for the joint purpose of permitting the parties to such 
proceedings to introduce such further evidence relating to the application 
therein as they may deem advisable and of enabling consideration by the 
Commission of such applications in relationship to the other applications 
hereinafter consolidated and set for hearing. ; 
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Proposed Facilities 


The facilities proposed to be constructed in connection 
with the Black Dog sale are estimated to cost $131,000. 
They consist of the addition of a measuring and regulating 
station and 1.42 miles of 16-inch branch line. The branch 
line would be capable of delivering in excess of 100,000 
Mef per day to the Black Dog plant. 
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Requirements of Black Dog Plant 


Because of its relative operating efficiency, the Black 
Dog power plant is a main base load plant. Its boilers are 
designed to burn either pulverized coal or natural gas. 
The plant is currently in operation on coal. 

When completed the plant will have three units, two of 
which are now in operation. The third unit is nearing com- 
pletion. Unit No. 1 has a rated capacity of 60,000 kilowatts. 
Each of the other units has a rated capacity of 100,000 
kilowatts. 

At the original hearing held in 1954 an employee of 
Northern States, appearing as Applicant’s witness, testi- 
fied that estimates prepared by Northern States and 
furnished to Applicant show that the annual requirements 
of the plant would be 12,800,000 Mef for 1955 and 20,000,000 
‘Mef for each of the years 1956 and 1957. Deducting antici- 
pated curtailment of deliveries to the plant, Applicant 
originally estimated annual sales to Black Dog at 8,838,900 
‘Mef for 1955 and 13,808,400 Mef for 1956 and 1957. No 
figures were given for the following years. 

On the final day of the hearing Applicant presented 
evidence showing that it expects to deliver a total of 
14,400,000 Mef to the Black Dog plant in 1956. No evi- 
dence was offered to show either requirements or sales 
estimated for the years subsequent to 1956. 
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Applicant’s Gas Supply 


To demonstrate the extent of Applicant’s existing gas 
supply, a witness for Applicant assumed annual deliveries 
to Black Dog in the amount 
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of 14,425,000 Mef and sponsored an exhibit showing that 
Applicant’s over-all gas supply is sufficient to enable it to 
meet estimated requirements of a presently authorized 
salable capacity of 1,130,600 Mcf per day on a peak day 
for a period of fifteen years and to meet average daily 
and annual requirements for a period of sixteen years. 

Applicant, however, does not intend to stand still, nor 
has it in the past. As its counsel stated on the record, 
Applicant will immediately file for certificates to carry out 
its contemplated 1956-57 construction program involving a 
minimum of approximately 71,000 Mef per day for which 
gas supplies must be obtained. 

But even if Applicant were content to supply no addi- 
tional requirements it is faced with a deficiency, on a peak 
day basis, commencing in the sixteenth year. And it is 
also faced, as all natural gas companies are faced, with the 
problem of replacing from some source every cubic foot 
of gas withdrawn from present supplies. Applicant’s pres- 
ident so testified, pointing out that ‘‘Every three years we 
have to replace approximately one trillion cubic feet of 
gas, as annual sales and withdrawals approximate a third 
of a trillion cubic feet of gas’’; that on the basis of 1954 
sales ‘‘There would have been one trillion cubic feet every 
four years.’’ The reason for the continuous replacement of 
withdrawals is that natural gas companies must protect 
and perpetuate the life of their investments. 

Because Applicant can use its present gas supply to 
meet the requirements of the general public, it should not 
be permitted to dissipate that supply through any inferior 
use such as boiler fuel. Moreover, 
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Applicant and other natural gas companies have witnessed 
and experienced an ever increasing wholesale price spiral. 
Accordingly, gas withdrawn by Applicant from sources 
presently attached to its system can only be replaced from 
other sources at substantially higher prices, and the proba- 
bility is that if the present upward trend of field prices 
continues, the greater the withdrawal the higher will be 
the price paid for replacement gas.* This is a factor of 
considerable importance here because, as hereinafter ap- 
pears, Applicant proposes to sell boiler fuel gas to North- 
ern States at less than its present commodity cost and in 
no event 
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ean the price ever exceed 25¢ per Mecf. Then, too, if Ap- 
plicant obtains additional supplies from new fields to 
which additional facilities must be constructed, with new 
investments being thereby incurred, the price of gas to 
ultimate consumers will be further increased. Applicant 


2 Applicant’s president, in describing the situation with which Applicant 
is faced in the Permian Basin area, testified that volumes of gas in that area 
can be obtained in competition with El Paso Natural Gas Company, Lone 
Star Gas Company, and possibly others; that its principal competitor for 
that supply of gas is El Paso Natural Gas Company. He further testified 
in part: 


* * * El Paso Natural Gas Company is and will be necessarily con- 
tinually negotiating for and must obtain additional supplies of gas to 
replace the short-lived casinghead supplies, as such supplies are exhausted 
in the sale of gas to the customers of El Paso Natural Gas Company. 

They are ‘‘tough’’ competition. They are really ‘‘tough’’ competition. 
In order to obtain such supplies of gas, as are obtained in that area, we 
are going to have to be able to meet prices paid by El Paso Natural Gas 
Company. We are going to have to meet the terms and conditions that 
they are willing to offer. When we went into that area, we paid higher 
prices than they had been paying. That was a requirement of obtaining 
the gas supply. 

It is only logical to assume that as El Paso’s needs increase to re- 
place their supplies, as exhausted, or to furnish additional supplies for 
the growth of their California and other markets, and as our needs in- 
erease to replace the trillion cubic feet of gas that we must replace 
every three or four years to stand still, if you please, in our own gas 
reserve picture, that competition will force the price up. 
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is fully aware of the problem with which it is faced in this 
regard. For example, its president testified that he con- 
siders the present out-of-pocket cost—not the commodity 
cost—of gas such as proposed to be sold as boiler fuel to 
Northern States to be slightly in excess of 14¢. Neverthe- 
less, he considered a price of approximately 3014¢ per Mcf 
which Applicant proposed to pay for gas delivered to it 
at the Canadian border to be reasonable because that de- 
livery price ‘‘compares favorably with any other price that 
could be obtained for similar gas delivered under similar 
circumstances. Relating that back further, you have to 
break it into four parts, into the wellhead price, the 
gathered price in the field, and the cost of getting the gas 
to the pipeline, and the main line cost.’’ Had the proposed 
arrangement been consummated, or in the event it is con- 
summated in the future, the 3014¢ price per Mef will 
represent only part of the cost of Canadian gas to Appli- 
cant for it must incur the cost of extending its system to 
the Canadian border in order to take delivery. 

Another point of interest here is the fact that the Black 
Dog sale is proposed to be made under a contract providing 
that ‘‘it shall continue in effect until terminated by either 
party on one year’s prior written notice; provided however, 
such termination shall not occur prior 
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to June 26, 1957, unless by mutual consent of the parties.’’ 
Because of the indefinite duration of the contract and the 
lack of evidence showing estimated requirements and sales 
beyond 1956, it is impossible to determine from the record 
to what extent the granting of the application would in- 
crease Applicant’s need for additional reserves. 


Contract Price 
Northern States, as a jurisdictional customer of Appli- 
cant, purchases natural gas under filed rates embodying a 
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method of distributing the jurisdictional cost of service 
up to the point of wholesale delivery to Applicant’s various 
jurisdictional customers. On the other hand, the sale 
price set forth in the Black Dog contract will not recoup 
the actual commodity cost of the gas proposed to be de- 
livered to that plant. 

Instead of the boiler fuel gas being purchased under 
the filed rates, the Black Dog contract contemplates a 
separate nonjurisdictional sale, the price to be 2¢ per Mef 
above the commodity price contained in Rate Schedule 
CD-1 of Applicant’s F.P.C. Gas Tariff for the first 600,000 
Mef per month and 1¢ per Mef above such commodity 
charge for all additional gas purchased during such month, 
provided, however, that the maximum price shall not exceed 
25¢ per Mecf. At those prices, the estimated sales for Black 
Dog in 1956 will yield to Applicant revenues approximately 
$1,200,000 in excess of what it considers to be the incre- 
mental or out-of-pocket cost (not an overall allocated cost) 
of rendering the proposed service. 
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Although Applicant’s above referred to Rate Schedule 
CD-1 is a two-part rate, such schedule does not reflect, nor 
is it intended to reflect, an accurate allocation of cost of 
service as between the demand and commodity compo- 
nents.* Instead the 22.1¢ commodity rate set forth therein 
is lower than actual commodity cost (offset by a demand 
charge higher than actual demand cost). It has been kept 
at 22.1¢ per Mef solely for competitive reasons. In fact 
Applicant would not have requested an increase in the 

3 Under a two-part rate the total cost of service is recovered through the 
demand and commodity components, Through the commodity charge, the 
customer pays a fixed amount per unit of gas delivered. The demand charge 
provides for payment to compensate the supplier for reservation and use of 
capacity. 

Because Applicant’s proposed sale to Northern States is an interruptible 
sale it does not affect Applicant’s peak day delivery capacity. Accordingly 


the cost of the gas delivered to Black Dog would be represented by its trre 
commodity cost. 
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22.1¢ commodity charge even if it had consummated the 
purchase of Canadian gas at 3014¢ per Mcf. As Appli- 
cant’s president testified: ‘‘The marketing department of 
Northern Natural Gas Company had called attention to the 
fact that the 22.1-cent commodity price provided in North- 
ern’s wholesale tariffs was a price which was getting very 
close to the competitive price of other fuels, specifically 
coal, and that if the price was increased beyond the 22.1- 
cent figure that sales of gas on an off-peak basis might be 
lost.’’ 

No evidence was offered to show the present commodity 
cost of gas to Applicant. However, the Commission in its 
Opinion No. 281, In the Matter of Northern Natural Gas 
Company, Docket No. G-2217, issued May 20, 
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1955, found Applicant’s Zone 3 commodity cost to be 26¢ 
per Mef* In that case the Commission determined that 
Applicant’s uniform, system-wide rate structure resulted 
in undue discrimination and removed the discrimination by 
prescribing a three-zone system for rate purposes. Appli- 
cant was therefore ordered to file revised sheets to its FPC 
Gas Tariff with a 2¢ per Mef differential in average rev- 
enues between zones, at a 70% load factor, the differential, 
at Applicant’s option, to be reflected in the demand com- 
ponent—not the commodity component—of the zone rates. 
Such action authorized Applicant to maintain a uniform 
commodity rate of 21.1¢ per Mef for all three zones. In 
so doing, the Commission stated: 


Of the total cost of service claimed in support of the 
filing of July 2, 1954, Northern has allocated $86,538,- 
101 to the jurisdictional sales. However, the procedures 
used by Northern in making such allocation are unlike 
those prescribed by the Commission in its Opinion No. 





4 Deliveries to the Black Dog plant would be made in Rate Zone 3. 
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228 in earlier proceedings concerning Northern’s rates, 
which were followed also in the settlement of the other 
aspects of this instant matter. 

Using the claimed jurisdictional cost of service of 
$86,538,101, but applying thereto the principles and 
methods of cost classification and allocation herein- 
before found to be proper, we obtain the following re- 


sults: 
Rate Schedule CD-1 Over-run Average Cost 
Demand Commodity Commodity 70 PerCent 80PerCent 100 Per Cent 
Charge Charge Charge Load Factor Load Factor Load Factor 
Zone 1 $0,994 22.93¢ 22.93¢ 27.41¢ 26.85¢ 26.06¢ 
Zone 2 $2.00 23.80¢ 23.80¢ 33.32¢ 32.13¢ 30.47¢ 
Zoue 3 $2.08 26.48¢ 26.48¢ 36.38¢ 35.14¢ 33.41¢ 


The estimated volumes of sales for resale shown in 
the new rate filing of Northern reflect an annual load 
factor for this class of 
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sales of about 70 per cent. At this load factor, it will 
be noted, the differential in average cost to the pur- 
chasers in Zones 2 and 3 is shown in the tabulation to 
be 3.06 cents per Mef. Considering, however, that this 
differential is calculated on the basis of the total cost 
claimed by Northern, which in certain respects at least 
is not in accord with prior decisions of the Commission 
in proceedings involving rates of Northern, and the 
fact that past experience indicates the possibility that 
Northern may not be able to fully support its claimed 
cost of service, we are of the opinion that the maximum 
differential in rates to be made effective at this time on 
an interim basis, subject to subsequent and possible 
refund, should be about 2.00 cents per Mef. This differ- 
ential is the difference in average cost per Mef pur-- 
chased at a load factor of 70 per cent. The following 
tabulation reflects a recasting of the rates shown in 
the previous tabulation to produce a differential be- 
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tween Zones 2 and 3 of 2.04 cents per Mef, which is 
as close as can be computed: 





Rate Schedule CD-1 Over-run Average Cost Per Mcf 
Demand Commodity Commodity 70PerCent 80PerCent 100 Per Cent 
Charge Charge Charge Load Factor Load Factor Load Factor 
Zone 1 $1.75 23.5¢ 23.5¢ 31.83¢ 30.79¢ 29,.33¢ 
Zone 2 $2.00 24.3¢ 24.3¢ 33.82¢ 32.63¢ 30.97¢ 
Zone 3 $2.07 26.0¢ 26.0¢ 35.86¢ 34.63¢ 32.90¢ 


As previously noted, the parties opposed to zoning, 
including Northern, contend that an increase in rates 
will result in the loss of industrial sales to competitive 
fuels by some of Northern’s customers. In deference 
to this position, Northern, in its rate filing of July 2, 
1954, proposed no increase in the commodity compo- 
nent of its rate and instead increased only the demand 
ecomponent.’® Furthermore, by such filing, Northern 
proposed the elimination of the differential of 2 cents 
per Mef heretofore added to the commodity compo- 
nent to arrive at the rate for the purchase of ‘‘over- 
run gas’’, being volumes in excess of the contracted 
demand.’® We find the evidence on this point of con- 
tention something less than convincing. No evidence 
whatsoever in this respect was offered by Northern 
States Power Company, an intervener herein and an 
active opponent of zoning, which is undoubtedly the 
largest consumer of industrial gas supplied by the 
Northern system and certainly well provided with 
information and data as to the costs of purchasing 


19 In explanation, Northern states in its rate filing of July 2, 1954 that: 


‘<In order that a favorable competitive position be maintained for 
large volume loads, it is the judgment of Northern’s management that 
the commodity charge under Rate Schedule CD-1 should not be increased 
at this time. Accordingly, the commodity charge has been retained at 
the present level of 22.1¢ per Mcf and the demand charge increased from 
$2.21 to $2.70 per Mcf of billing demand in order to recover costs of 
service. * * * 

‘¢The same considerations have led Northern’s management to propose 
that the overrun price of 24.1¢ per Mcf in the presently effective R-1 
Rate Schedule be reduced to 22.1¢ per Mecf, the same as the commodity 
charge under Rate Schedule CD-1.’’ 
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and handling other competitive fuel. However, the 
proceedings at Docket No. G-2505 will provide a 
further opportunity to develop evidence on this point. 
Furthermore, experience under zone rates pending 
disposition of those proceedings will give further indi- 
cation of the probable future trend of industrial sales 
of natural gas in the area served by Northern. 
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All of which can be given consideration in the decision 
in the proceedings at said Docket No. G-2505, inelud- 
ing the fixing of the level of rates in each zone. <Ac- 
cordingly, at this time we will permit Northern, if it 
choses so to do, to maintain in the rate schedules filed 
pursuant to the order in this instant matter a uniform 
commodity charge throughout its system, and to ad- 
just the demand component of the rates to provide a 
differential between zones approximately 2.00 cents 
per Mef at a 70 per cent load factor as indicated in the 
tabulation last above. 


As previously stated, the Black Dog contract provides 
for a price of 2¢ per Mecf above the commodity price con- 
tained in Rate Schedule CD-1 of Applicant’s F.P.C. Gas 
Tariff for the first 600,000 Mcf per month and 1¢ per Mef 
above such commodity charge for all additional gas pur- 
chased during such month, provided, that the maximum 
price shall not exceed 25¢ per Mcf. Since the commodity 
price set forth in the CD-1 schedule is 22.1¢, the Black Dog 
contract price would be 24.1¢ for the first 600,000 Mef per 
month and 23.1¢ per Mef for all additional gas. On the 
other hand the Commission, in Opinion No. 281, determined 
that the actual commodity cost of such gas would be 26¢. 
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Another factor of significance is the fact that in the event 
Applicant purchases Canadian gas from contemplated 
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sources, as apparently it still has hopes of doing, it will 
be selling boiler fuel gas to Northern States at the indi- 
cated prices and in effect replacing it with gas costing in 
excess of 3014¢. 

In passing it might also be pointed out that Applicant’s 
witness Newlands, in testifying as to the manner in which 
the revenue accruing from the Black Dog sale would affect 
the net income of Applicant in future years, stated: ‘‘It 
might not be changed at all. It all depends on how much 
costs are allocated to this sale in the rate case. If you 
have enough costs allocated to equal the amount of the 
excess revenues that are shown here, there will be no in- 
crease in that income.’’ This witness further testified that 
Applicant’s ‘‘costs are rising continually all the time. So 
any rate is going to be temporary.’’ ‘‘Negotiations are 
now underway, for instance, for additional gas at prices 
well in excess of the average price included in Docket No. 
G-2505. We hope to get that gas. It will increase the 
cost.’ 


Alleged Benefits to Applicant 


Relying on the fact that the Black Dog sale would gen- 
erate revenue in excess of what Applicant considers to be 
the present incremental cost of rendering the proposed 
service, counsel for Applicant contend that ‘‘some material 
part of these savings will accrue to the benefit of North- 
ern’s utility customers, the exact extent of the benefit being 
a function 
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of the cost allocation system to be adopted by the Com- 
mission in its continuing regulation of Northern’s rate 
subject to the Commission’s jurisdiction.’’ 

Respecting this contention, it has already been pointed 
out that the Commission’s Opinion No. 281 authorized Ap- 
plicant to retain its commodity rate of 22.1¢ per Mef (not- 
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withstanding actual commodity cost of 26¢ per Mcf) and 
to offset this below-cost commodity rate with an above-cost 
demand rate, the two together compensating Applicant for 
the cost of its jurisdictional service. However, the per- 
mitted 22.1¢ rate, isolated from the demand charge, as is 
here proposed, is not compensatory even with the addi- 
tional charge contemplated by the Black Dog contract (2¢ 
for first 600,000 Mef and 1¢ per Mef for monthly takes in 
excess thereof). This can only mean that the portion of 
such commodity cost not borne by Northern States for de- 
liveries to Black Dog would of necessity be borne by Ap- 
plicant’s other customers. Then, too, the more rapid the 
exhaustion of Applicant’s present gas supply, the higher 
would become the wholesale rates paid by its utility cus- 
tomers because of the effect of spiraling wholesale prices 
incurred in connection with replacement gas. 

Applicant’s counsel further contend that opposition to 
the proposed sale cannot be ‘‘evaluated without taking into 
consideration the fact that, in conformity with Northern’s 
Tariff as approved by this Commission, any one of North- 
ern’s utility customers can and do attach comparable in- 
terruptible loads with merely the formality of a letter to 
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‘Northern advising of such attachment * * *. Obviously, 
for Northern to be denied the opportunity to do precisely 
what its utility customers can do at will, would constitute 
gross inequity and discrimination!’’ 

In making this contention counsel ignore the fact that 
Applicant’s utility customers make their industrial sales 
only after having paid Applicant the filed rate fully com- 
pensating Applicant for its cost of service. Furthermore, 
the Commission has no responsibility in connection with 
‘industrial or other sales made by distributing companies. 
Thus the fact that Applicant’s utility customers make com- 
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parable sales can be of no aid to Applicant here. As the 
Commission said in Opinion No. 250, In the Matter of Mis- 
stssippt River Fuel Corporation, Docket No. G-1995: ‘‘We 
have repeatedly held that the use of natural gas as boiler 
fuel is an inferior usage and that, while it is not to be de- 
nied in all situations, it should be permitted only on a posi- 
tive showing that it is required by public convenience and 
necessity. ’’ 

Applicant’s counsel next contend that ‘‘The Black Dog 
sale will improve and increase Northern’s system load fac- 
tor with concomitant effect upon the unit cost of gas sold 
from the Northern System.’’* 
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While high load factors are generally economically de- 
sirable objectives and should result in a benefit to ultimate 
consumers, the evidence hereinabove discussed does not 
demonstrates that either Applicant’s wholesale customers 


(other than Northern States) or ultimate consumers will 
be helped by the proposed sale. They can only be helped 
when the revenues received from such a sale at least equal 
or exceed the cost of rendering the service. 

Applicant’s present load factor is obviously not suffici- 
ently low to be a disturbing factor in system operations 
and sales. In fact a decreasing load factor is the expected 
and natural aftermath of rapid expansion of pipe line 
capacity to meet increasing peak day demands. This is 
particularly true where there has been an accelerated in- 
crease in low load factor business such as house heating. 


4The evidence shows that Applicant has experienced a decrease in load 
factor from a high of 91.8% in 1949 to about 74% in 1954. Such decrease 
has been due to the large additions made to system peak day capacity for 
the purpose of meeting firm demands upon Applicant for new and increased 
service. 

A witness for Applicant also testified that on the basis of the presently 
authorized salable capacity of Applicant’s system, the estimated load factor 
will be 72.3% without the Black Dog sale and 75.8% with the Black Dog 
sale for the twelve months ending December 31, 1956, 
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Following such an expansion of facilities there is always a 
time lag before appropriate interruptible sales are at- 
tached. 

‘Respecting the question of load factor, mention should 
also be made of the fact that Applicant is now seeking 
through its application filed in Docket No. G-2460 to install 
and operate facilities necessary to test and develop an 
underground gas storage reservoir near Redfield, Iowa. 
Successful development of this storage area would tend to 
balance the loads upon Applicant’s system and conserve 
gas for the use of the public generally during periods of 
peak demand. 


9718 
Alleged Benefits to Northern States 


In support of the Black Dog sale, counsel for Applicant 
argue that ‘‘Savings in fuel costs accruing to Northern 
States Power Company through the use of natural gas ex- 
ceed $200,000 per year on the basis of an assumed cost of 
coal equating to 25¢ per million BTU’’. This prospective 
saving is, to say the least, highly speculative in view of the 
fact that it is based upon the relative prices of coal and 
gas in the future. Moreover, other considerations out- 
weigh the alleged savings to Northern States, including 
the need for conservation; the substantially higher prices 
to be paid for replacement gas, which higher prices would 
be rolled in with rates paid by Applicant’s utility custom- 
ers; the fact that the sale would be below commodity cost; 
and the fact that the displacement of coal by gas would 
result in substantial loss in revenue to the coal and related 
interests. 


Effect of Proposed Sale on Coal Interests 


An employee of Northern States testified that, for 1955, 
the Black Dog plant would neet approximately 560,000 
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tons of coal to meet its requirements and approximately 
880,000 tons for the years 1956 and 1957 without natural 
gas. The coal used in the plant is produced in southern 
Tilinois and western Kentucky. 

Without reciting further evidence in detail, it will suffice 
to say that the record supports the well-known fact that 
because there has been a lack of demand for coal, its pro- 
duction has fallen off to a degree that the industry is in 
need of such relief as can be afforded in appro- 
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priate circumstances, as it can here by the denial of the 
pending application. 

Counsel for Applicant are, of course, correct in assert- 
ing that ‘‘no action of Northern States nor of Northern 
Natural is responsible for whatever may be the economic 
conditions prevailing in the coal-producing areas of West- 
ern Kentucky and the Belleville and Duquoin districts of 
the State of Illinois’’. But clearly the situation would be 
worsened by a further reduction in the production of coal 
in those areas. 

Nor should the fact be overlooked that while there is an 
abundance of coal to take care of any demands that may be 
placed upon industry, the same cannot be said of the re- 
serves of natural gas. Accordingly, the conservation of 
gas for the use by the public for more highly beneficial 
purposes makes it necessary to apply conservation meas- 
ures wherever possible. 


Conclusion 


This is a case in which a sale is proposed to be made, but 
in the Examiner’s view ought never to be permitted to be 
made, at less than commodity cost; where Applicant’s 
other customers would be forced, if the application is 
granted, to shoulder a portion of the commodity cost, cre- 
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ating unreasonable preference and discrimination between 
types of customers; where conservation of natural gas 
should be controlling; where coal is readily and econom- 
ically available and now in use in the Black Dog plant; 
and where factors are present which more than counter- 
balance 
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claimed benefits to Applicant and Northern States. Ac- 
cordingly, there is no basis upon which it can be found, as 
Section 7(e) of the Natural Gas Act requires the Com- 
mission to find, that the proposed service ‘‘is or will be re- 
quired by the present or future public convenience and 
necessity.”’ 

The Examiner recognizes, of course, that the Commis- 
sion has no jurisdiction over rates charged for direct con- 
sumer sales. But the Commission does have jurisdiction 
over the construction and operation of facilities through 
which such sales are made, and in reaching its decision as 
to whether such facilities are required by the present or 
future public convenience and necessity it must scrutinize 
the proposed direct sale price and make certain that it will 
not work an injustice insofar as jurisdictional sales and 
ultimate consumers are concerned. 

_ In conclusion it may be observed that success in the nat- 
ural gas business is not the success of any one of the three 
segments (producers, pipeline companies, and local distrib- 
utors) comprising this business. It is the success of all. 
No segment can live off the others without being lived off 
of by the others. Thus in the administration of the Nat- 
ural Gas Act the Commission must project its view over 
the entire industry and determine that policy which will 
best preserve the whole rather than have each interest 
dictate its own policy. Alll this to the end that the industry 
in its entirety is assured life and strength and the consum- 
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ing public is provided with adequate service at reasonable 


rates. 
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Fryprncs 


Upon consideration of all the evidence adduced and the 
briefs and arguments of counsel, as well as upon the pre- 
ceding portion of this decision, it is further found and 
concluded that: 


(1) 


(2) 


Applicant, Northern Natural Gas Company, owns 
and operates a natural gas transmission pipeline 
system located in the States of Texas, Oklahoma, 
Kansas, Nebraska, Iowa, Minnesota, and South 
Dakota, and is a natural gas company within the 
meaning of the Natural Gas Act, as heretofore 
found by the Commission. 


The facilities proposed to be constructed by Ap- 


_ plicant are intended to be used and operated for 


(3) 


(4) 


the transportation of natural gas in interstate 
commerce, subject to the jurisdiction of the Com- 
mission, and the construction and operation there- 
of are subject to the requirements of subsections 
(ec) and (e) of Section 7 of the Natural Gas Act. 


Applicant has not demonstrated on this record 
that the construction and operation of the facili- 
ties proposed herein are required by public con- 
venience and necessity. 


The application of Applicant herein should be 
denied. 


5722 
ORDER 


Wuererore, It Is OrpErep, subject to review by the Com- 
mission on appeal, or review by the Commission on its own 
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motion, asp rovided in its Rules of Practice and Procedure, 
that: 


(A) The application of Applicant herein be and the 
same hereby is denied. 
Francis L. Haun 
| Presiding Examiner 
Filed: August 15, 1955. 
Issued: August 16, 1955. 
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UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


Docket No. G-2409 


In THE MatTTER OF 
NorrHern Natvurat Gas Company 

' Exceptions of Northern Natural Gas Company to Decision of 

Presiding Examiner 

Comes now Northern Natural Gas Company (hereinafter 

sometimes referred to as Applicant or Northern) and files 
these its Exceptions to the Decision of the Presiding Exam- 
iner issued in the above-entitled proceeding on August 16, 
1955. 


Excerrion I—Txe Issuer or a ‘‘ BeLtow Costr’’ Sate 


A. Northern excepts to the Examiner’s conclusion that 
it proposes to sell gas to the Black Dog Plant ‘‘at less than 
its present commodity cost’? and Northern excepts to all 
statements made by the Examiner in the body of his De- 
cision that such sales are being made at less than present 
commodity cost as those statements appear, mmter alia, at 
page 5, lines 8-9; page 7, lines 10-12; page 8, lines 16-18 
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and page 9, line 1; page 11, lines 8-10; page 13, lines 4-15; 
page 15, lines 2-7; page 16, lines 11-12 and page 17, lines 
18-21. 

B. When the Examiner states that the Commission in 
its Opinion No. 281 (Docket No. G-2217) found the ‘‘true’’ 
commodity cost of Northern’s gas to be 26¢ per Mcef, he 
erroneously interprets what the Commission said and did 
in that Opinion. 
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In Opinion No. 281 the Commission found only that the 
Commodity Component of Northern’s Rate Schedule CD-1 
for Zone 3 would arithmetically equate to 26.48¢ per Mef 
for the jurisdictional sales to be made in Zone 3, if one 
accepted the estimates of the cost and the volume of such 
sales as were of record at Docket No. G-2505 and if one 
employed the particular methods and principles of cost 
classification and allocation prescribed by the Commission 
in its earlier Opinion No. 228 (Docket No. G-1382 et al.). 
Clearly this 26¢ figure was not intended to represent, nor, 
in fact, did it represent the ‘‘commodity cost’’ or any other 
kind of cost, of a non-jurisdicitional, off-peak sale of gas. 
And the sale to Black Dog is a non-jurisdictional, direct, 
interruptible, off-peak industrial sale. 

Following upon his erroneous interpretation of the 
significance of this 26¢ figure, the Examiner apparently 
has concluded that, in effect, Northern proposes to sell gas 
to Black Dog below cost. This is simply not the fact. 

The price Northern proposes to charge for the gas sold 
to Black Dog will recoup the cost of the gas purchased for 
sale to Black Dog, all the costs associated with the opera- 
tion of the specific additional facilities utilized in making 
the sale, and all of the estimated system variable costs to 
be incurred as a result of the sale (Ex. 14, Sheet 1). 

The real and actual cost of the Black Dog sale is no more 
than the total of these costs, to wit, 14.7¢ per Mef (Ex. 14). 
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This is so because the only facilities which Northern must 
construct to enable it to make this proposed off-peak sale 
consist of a measuring and regulating station and 1.42 miles 
of 16” line. All other facilities necessary to deliver gas 
to the Black Dog Station have been constructed, are in the 
ground and have been operated by Northern for several 
years. These existing facilities 
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will remain in existence and the fixed costs associated with 
their operation will continue to accrue whether gas is sold 
to Black Dog or not. 

In addition to recouping the actual costs of the Black 
Dog sale, the rate to be charged for the sale? will produce 
estimated annual revenues $1,200,000 in excess of the real 
and actual cost of the gas so sold (Ex. 14). 

Just what portion of this $1,200,000 will be used to reduce 
the rate charged for the jurisdictional sales made to North- 
ern’s utility customers, is solely a function of the cost 
classification and allocation methods lawfully prescribed 
and adopted by the Commission in its continuing regula- 
tion of Northern’s jurisdictional rates. A precise evalua- 
tion of this matter must necessarily await, and, indeed, 
will be made in the Commission’s consideration of North- 
ern’s pending rate case at Docket No. G-2505. 

But the salient points in this record are inevitably these: 
the Black Dog sale will generate revenues materially in 
excess of the actual cost of that sale; since the fixed costs 
of operating Northern’s facilities, other than the additional 
minor facilities necessary to make the Black Dog sale, will 
continue to accrue, whether the sale to Black Dog is made 
or not, the Black Dog sale must always generate some 

1 Northern’s rate to Black Dog is 2¢ above the commodity price contained 
in Rate Schedule CD-1 of Northern’s effective Gas Tariff for the first 600,000 
Mef per month delivered and 1¢ per Mecf above such commodity price for all 
additional gas purchased in any given month, provided, however, that the 
maximum price shall not exceed 25¢ per Mcf (Ex. 11; Item E, by reference). 


Northern’s present effective commodity price is 22.1¢ per Mef (Item E, by 
reference). 
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revenues that can be used to defray such fixed costs; since 
the actual costs of the Black Dog sale are, as set forth in 
Exhibit 14, no more than 14.7¢ per Mef and since the aver- 
age revenues to be obtained from that sale are 23.5¢ per 
Mef (Ex. 14), the Black Dog sale will generate approxi- 
mately 9¢ per Mef, or $1,200,000 
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annually, which can be used, in whole or in part, irrespec- 
tive of the cost allocation method prescribed by the Com- 
mission, as a credit against the jurisdictional rate charged 
for sales to Northern’s utility customers for resale. 

Under these circumstances, it is just not true to say, as 
the Examiner says, that ‘‘the price set forth in the Black 
Dog contract will not recoup the actual commodity cost 
of the gas proposed to be delivered to that plant’’ (page 7, 
lines 9-11), or that the price to be charged to the Black 
Dog Plant ‘‘is not compensatory’’ (page 13, line 10), or 
that ‘‘this can only mean that the portion of such com- 
modity costs not borne by Northern States for deliveries 
to Black Dog would of necessity be borne by Applicant’s 
other customers’’ (page 13, lines 13-15). 

C. Applicant proposes that all references in the Exam- 
iner’s Decision with respect to the sale to Black Dog being 
a sale below cost or ‘‘at less than the present commodity 
cost of such gas”’ be stricken, and the following substituted 
therefor: 


‘‘Northern’s proposed sales to Black Dog will gen- 
erate $1,200,000 in excess of the actual cost of such 
sale. These excess revenues may become available, in 
whole or in part, to defray a portion of the overall 
fixed cost of gas otherwise borne by Northern’s cus- 
tomers. The exact amount of such benefit is a func- 
tion of the cost allocation methods and principles pre- 
scribed by us from time to time in the future, during 
the course of our constant and continuing review of 
Northern’s rate structure. 
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Exception IJ—Tue Loap Facror Issvur 


A. Northern excepts to the Examiner’s failure to find 
that the sale to Black Dog would improve Northern’s 
overall system load factor with concomitant beneficial 
effect upon the unit cost of gas sold to Northern’s utility 
customers. And more specifically Northern excepts to the 
following 
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statement appearing at page 15 of the Examiner’s Deci- 
sion: 


‘¢While high load factors are generally economically 
desirable objectives and should result in a benefit to 
ultimate consumers, the evidence hereinabove dis- 
cussed does not demonstrate that either Applicant’s 
wholesale customers (other than Northern States) or 
ultimate consumers will be helped by the proposed sale. 
They can only be helped when the revenues received 
from such a sale at least equal or exceed the cost of 
rendering the service. 

‘‘Applicant’s present load factor is obviously not 
sufficiently low to be a disturbing factor in system 
operations and sales. In fact a decreasing load factor 
is the expected and natural aftermath of rapid expan- 
sion of pipe line capacity to meet increasing peak day 
demands. This is particularly true where there has 
been an accelerated increase in low load factor busi- 
ness such as house heating. Following such an expan- 
sion of facilities there is always a time lag before ap- 
propriate interruptible sales are attached.’’ 


_ B. The facts of record just will not support the state- 
ment that ‘‘the evidence discussed hereinabove does not 
demonstrate that either Applicant’s wholesale customers 
* * * or ultimate consumers will be helped by the proposed 
sale.’? The facts of record just will not support the im- 
plication that the sales to Black Dog is being made at a 
price less than its cost. 

As noted supra, the sale to Black Dog will generate 
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$1,200,000 in excess of the actual costs incurred in making 
the sale. Moreover, by utilizing pipeline capacity that 
would otherwise be idle, Northern’s sale of gas to Black 
Dog must necessarily generate revenues to compensate 
for costs that exist and accrue whether the sale is made or 
not. 

Idle facilities accrue fixed costs just as inexorably as 
facilities that are fully utilized; these costs must be borne 
by Northern’s utility customers; if a sale to Black Dog 
generates revenues that would not otherwise exist, those 
revenues serve to reduce the amount of the costs which 
those customers must inevitably bear; without the sale to 
Black Dog, the 
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advantages to be gained by the customers cannot be 
realized. In short, the greater the use of existing facilities, 
ie., the higher the load factor, the lower is the unit cost 
of service of the gas sold from the system. 

Accordingly, it cannot reasonably be argued that North- 
ern’s utility customers derive no benefit from the Black 
Dog sale. To the contrary, the sale is of positive, measur- 
able benefit to them; failure to make the sale means that 
$1,200,000 of revenues which can be used, in whole or in 
part, to defray the cost of the jurisdictional sales made to 
these utility customers will not be earned. 

The true facts regarding the benefit of large volume, in- 
terruptible sales to Northern’s utility customers are con- 
cisely and dramatically shown at page 6 of Exhibit 47 in 
the record of the consolidated proceedings of which this 
Docket was a part. It is estimated that for the year 1956 
large volume, interruptible sales to be made from the 
Northern system will produce $15,000,000 of revenues which 
would otherwise have to be obtained from Northern’s utility 
customers if Northern is to earn its total cost of service. In 
short, were these sales not to be made, the rates charged 
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for jurisdictional sales would have to be materially in- 
creased. 

The record will not support the statement that ‘‘Appli- 
eant’s present load factor is obviously not sufficiently low 
to be a disturbing factor in system operations and sales.”’ 

The facts of record are indisputable that Northern’s 
load factor has decreased from a high of 91.8% in 1949 
to approximately 74% in 1954 (Tr. 137-8). The facts of 
record also show that the sale to Black Dog would increase 
Northern’s system load factor from an anticipated 72.3% 
in 1956 to 75.8% (Ex. 107). 

These facts alone would justify certification of the sale 
to Black Dog if the Commission were to follow the princi- 
ples it has recently 
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endorsed in its unqualified adoption of the Examiner’s 
Decision in Docket No. G-2499, In the Matter of Southern 
Natural Gas Company (see FPC Order issued May 20, 
1955, at Docket No. G-2499). In the Southern case the 
Commission correctly analyzed the true significance and 
importance of the load factor issue when it said: 


‘*It is, of course, to the interest of Southern’s cus- 
tomers and the public which they serve that this trend 
towards an unbalanced system be minimized as much 
as possible so as to hold down Southern’s unit cost of 
service, which, of course, must be reflected in its 
rates.’ 


C. Northern proposes that the Examiner’s entire dis- 
cussion of the load factor issue appearing at pages 14-15 
of his Decision be stricken and that the following be sub- 
stituted therefore: 


“‘ Addition of the Black Dog sale will serve to im- 
prove Northern’s system load factor materially. An 
improvement and increase in Northern’s system load 
factor will have concomitant beneficial effect upon the 
unit cost of gas sold from the Northern system.”’ 
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Exceprion [JJ—Tue Issue or Gas SuPPLY AND THE RELATED 
Issur or CONSERVATION 


A. Northern excepts to all of the Examiner’s statements 
with respect to these issues as they appear at pages 3-7; 
page 16, lines 7-13; page 17, lines 9-15; and in the Exam- 
iner’s Conclusion, beginning on page 17. 


B. Neither the facts of record in this proceeding nor 
Commission policy enunciated over a long period of years 
will support the conclusions reached or the statements 
made by the Examiner with respect to these issues. 

At no time does the Examiner specifically find that 
Northern’s gas supply is not adequate to support the 
interruptible sales proposed to be made to Black Dog. Nor 
could he make such a Finding in view of the facts of record. 
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These undisputed facts are: Northern’s total estimated 
gas supply approximates 9 trillion cubic feet (Ex. 108) ; on 
a year’s life index these reserves constitute a 26-year 
supply (Exs. 108-9); on the basis of deliverability, North- 
ern’s reserves are sufficient to enable it to meet the peak 
day requirements of an authorized system saleable capacity 
of 1,130,600 Mcf per day for a period of approximately 
15 years, and to meet the average daily and annual require- 
ments of such a system for a period of 16 years, all inclu- 
sive of a sale to Black Dog (Ex. 109); without the Black 
Dog sale, Northern’s reserves would enable it to meet its 
peak day obligations for a period of 16 years and its aver- 
age daily and annual requirements for a period of approxi- 
mately 17 years (Ex. 7). 

The Examiner would appear to be concerned with the 
fact that Applicant is ‘‘faced with a deficiency, on a peak 
day basis, commencing in the sixteenth year. And it is 
also faced, as all natural gas companies are faced, with 
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the problem of replacing from some source every cubic 
foot of gas withdrawn from present supplies.”’ 

But this concern mistakes the issue. The question is not 
whether a gas company will ever have, or will ever avoid 
having, a deficiency. There has never been, and there 
never will be, a gas company which at some finite point in 
time is not faced with a deficiency in reserves to meet esti- 
mated future peak day requirements. There has never 
been, nor will there ever be, a gas company that does not 
have to concern itself with the problem of replacing to- 
morrow, the eubie feet of gas it has withdrawn from its 
reserves today. 

The real question is whether an applicant’s total overall 
gas supply is, at the time an application is being con- 
sidered, sufficient to support the particular sale for which 
authorization is sought. 
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In terms of the facts of this record pertaining to North- 
ern’s proposed interruptible sale to Black Dog, that ques- 
tion can be answered only in the affirmative. 

The Examiner expresses a concern that future supplies 
of gas will cost Northern more than its present supplies 
may have cost it when they were first acquired. Again, 
this invests the ordinary with a deceptive significance. All 
supplies of gas for all gas companies cost more today than 
they cost 5, 10, 15 or 20 years ago. Were the Commission 
to have been guided in the past by the Examiner’s concern 
on this point, the Commission could not have certificated 
the many long distance interstate pipelines which have 
been built. For all those pipelines provided, in some meas- 
ure at least, for sales of gas for interruptible industrial 
uses, including the generation of electric energy. And in 
every instance in which a natural gas company has sought, 
and was granted, a certificate authorizing an expansion of 
its facilities, the cost of gas to that applicant at the time 
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of its appearance before the Commission was greater than 
the cost of gas originally acquired by that pipeline com- 
pany. 

It is significant to note that not one of Northern’s utility 
customers has opposed Northern’s sale to Black Dog. 
Had they been concerned with this proposed off-peak utili- 
zation of Northern’s gas reserves, they would surely have 
been heard in opposition. The truth is, these utility cus- 
tomers derive identifiable and real benefits from the pro- 
posed sale. 

At numerous places in his Decision the Examiner implies 
that his resolution of the issues in this proceeding has been 
predicated upon a concern for the ‘‘conservation’’ of 
natural gas. It is significant that at no time and at no 
place does the Examiner define what he means by ‘‘con- 
servation.’’ Indeed, ¢m the face of his Decision, it would 
appear that {i 
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‘‘conservation’’ means no more than keeping gas in the 
ground. 

But this is not the true meaning of ‘‘conservation.”’ 
‘¢Conservation’’ properly means the wise, efficient and eco- 
nomic utilization of a natural resource. The Black Dog 
sale meets this test. It permits a higher utilization of 
Northern’s extensive, existing pipeline facilities; it gener- 
ates revenues which may be used to defray the costs of gas 
sold for resale for domestic and commercial purposes, and 
in so doing, serves either to reduce the rates charged for 
such gas or to provide a cushion against their increase; it 
lessens the burden of carrying thefi xed costs inevitably 
occasioned by idle facilities. 

In the light of these facts it is wholly unrealistic and 
wrong to say, as the Examiner says at page 4, ‘“‘Because 
Applicant can use its present gas supply to meet the re- 
quirements of the general public, it should not be permitted 
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to dissipate that supply through any inferior use such ag 
boiler fuel.’’ 

In the last analysis, Northern’s sale to Black Dog is a 
direct, industrial, interruptible sale. Admittedly, the only 
jurisdiction which the Commission has with respect to such 
a sale under the Natural Gas Act, is a jurisdiction respect- 
ing the certification of the facilities to be constructed in 
connection therewith. This Commission itself is on public 
record in opposition to legislative proposals to extend its 
jurisdiction fully to the matter of direct sales made by an 
interstate pipeline company. See FPC Report to Senate 
Committee on Interstate and Foreign Commerce on S. 1880, 
Hearings Before the Committee on Interstate and Foreign 
Commerce, U. S. Sen. 84th Cong., 1st Sess., on S. 1853, S. 
1880, etc., pp. 1182-4; see, too, Report of Federal Power 
Commission on H. R. 4943 appearing at pages 1891 et seq., 
Part 2, Hearmgs Before the Committee on Interstate and 
Foreign Commerce, House of Representatives, 84th Cong., 
Ist Sess. on H. R. 4560 and 
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Without burdening these Exceptions with voluminous 
quotations from these Commission Reports, it is sufficient 
to note that this Commission has vigorously opposed the 
enactment of legislation designed to direct the Commission 
to accomplish the very results, and for the very same rea- 
sons, as those set forth by the Examiner in his Decision. 

Even a casual review of the testimony of representatives 
of competing fuel industries before the House and Senate 
Committees, with respect to the legislation so vigorously 
opposed by the Commission, will confirm the fact that the 
position of these competing fuel industries is precisely 
that expressed by the Examiner in his Decision. 

This position and the policy inherent therein is not, has 
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not bene, and should not be the policy of this Commission. 
Accordingly, the Examiner’s Decision should be reversed. 

C. Northern proposes that all of the Examiner’s state- 
ments dealing with the issues of gas supply and conserva- 
tion as they appear at pages 3-7; page 16, lines 7-13; page 
17, lines 9-15; and in the Examiner’s Conclusion beginning 
at page 17 be stricken and the following be substituted in 
lieu thereof: 


‘‘Applicant’s gas supply is adequate to enable it to 
render the service proposed.’’ 


Exception [V—TseE Issv& oF THE BENEFITS TO THE 
PurcHaser, NortHern States Power Company 


A. Northern excepts to the following statement of the 
Examiner appearing at page 16 of his Decision: 


‘In support of the Black Dog sale, counsel for Ap- 
plicant argue that ‘Savings in fuel costs accruing to 
Northern States Power Company through the use of 
natural gas exceed $200,000 per year on the basis of 
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an assumed cost of coal equating to 25¢ per million 
BTU.’ This prospective saving is, to say the least, 
highly speculative in view of the fact that it is based 
upon the relative prices of coal and gas in the future. 
Moreover, other considerations outweigh the alleged 
savings to Northern States, including the need for con- 
servation; the substantially higher prices to be paid 
for replacement gas, which higher prices would be 
rolled in with rates paid by Applicant’s utility cus- 
tomers; the fact that the sale would be below com- 
modity cost; and the fact that the displacement of coal 
by gas would result in substantial loss in revenue to 
the coal and related interests.’’ 


B. There is no dispute in this record that the savings in 


fuel costs accruing to Northern States Power Company 
from its purchase of gas for use at the Black Dog Station 
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will exceed $200,000 per year, on the basis of an assumed 
cost of coal equating to 25¢ per million BTU. This fact 
has not been controverted even by the interveners, National 
Coal Association, e¢ al. 


There is not one iota of testimony to prove that the price 
of coal will be less than a price equating to 25¢ per million 
BTU. To speculate on a future decline in coal prices is 
at best an unrealistic excursion into prophecy, wholly un- 
supported by any facts of record. 


Moreover, the Examiner wholly ignores the uncontro- 
verted fact of record that at least a portion of whatever 
savings accrue to Northern States, as a result of its utiliza- 
tion of natural gas at Black Dog, will bep assed on to cer- 
tain of its electric customers through the operation of fuel 
adjustment clauses contained in Northern States’ local 
electric rate schedules (Tr. 309). 


- At an earlier point in these Exceptions Applicant has 
already dealt with the Examiner’s purported balancing 
of ‘‘other considerations’’ against the indisputable fact 
that by utilizing gas at Black Dog material dollar savings 
will accrue to Northern States Power Company. 
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C. Northern proposes that the statement of the Exam- 
iner appearing at page 16 of his Decision and quoted above 
be stricken and that in lieu thereof the following be sub- 
stituted : 


‘‘By the purchase and utilization of natural gas at 
its Black Dog Station, Northern States Power Com- 
pany will experience substantial savings in fuel costs 
in excess of $200,000 per year. Under the terms of 
Northern States’ local electric rate schedules, such 
savings can be passed along to local electric customers 
through the operation of fuel adjustment clauses.”’ 
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Excerrion V—Tue Issue oF THE EFFECT OF THE PROPOSED 
SALE ON THE CoaL INTERESTS 


A. Northern excepts to the Examiner’s conclusion, as 
set forth in his discussion of this issue at pages 16-17 of 
his Decision, that Northern’s sale to Black Dog should be 
denied in order to protect the coal industry against the 
effect of further economic competition. 


B. The issue of the effect of the competition of gas upon 
the coal industry has been before this Commission re- 
peatedly and, indeed, in at least one instance before the 
Courts, National Coal Association, et al. v. Federal Power 
Commission, 191 F. 2d 462. There is no need to belabor 
these Exceptions with extensive quotations from those de- 
cisions. Suffice it, neither the Commission nor the Courts 
have ever been persuaded that the Natural Gas Act re- 
quires the Commission to create or perpetuate a monopoly 
in the sale of energy resources for the benefit of the coal 
industry. 

The Commission may also take official notice of the fact 
that sales of coal for industrial purposes, and particularly 
sales of coal for consumption by electric utility plants, are 
constantly on the increase. Indeed, in the Commission’s 
most recent Release, No. 8056 of August 5, 1955, the Com- 
mission reported that the June 1955 consumption of coal 
by electric 
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utility plants represented a 19% increase over June 1954 
consumption. 


C. Northern proposes that the portion of the Examiner’s 
Decision appearing at pages 16-17 of his Decision, and 
dealing with the issue discussed herein, be stricken. 
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Exception VI—Txe Issve or DiscrrmrmatTion AGAINST 
NortHERN Ir Ir Is Nor Permitrep To MAKE THE Buack 
Doc Sate 


A. Applicant excepts to the Examiner’s failure to find 
that there will be discrimination against Northern unless 
it is permitted to make the Black Dog sale. And, in this 
connection, Applicant excepts to the following statement 
made by the Examiner at page 14 of his Decision: 

‘‘In making this contention counsel ignore the fact 
that Applicant’s utility customers make their indus- 
trial sales only after having paid Applicant the filed 
rate fully compensating Applicant for its cost-of-serv- 
ice. Furthermore, the Commission has no responsi- 
bility in connection with industrial or other sales made 
by distributing companies. Thus the fact that Appli- 
cant’s utility customers make comparable sales can be 
of no aid to Applicant here.’’ 

B. In disposing of this issue, the Examiner ignores the 
clear terms of Northern’s effective FPC Gas Tariff, as that 
Tariff affects and controls the right of Northern’s utility 
customers to purchase gas for resale for use in the gener- 
ation of electric energy and the manner of payment for gas 
so purchased. 

The fact is any utility customer on the Northern system 
can, and most of Northern’s utility customers do, purchase 
gas from Northern for the purpose of reselling it on an 
interruptible basis for use in the generation of electric 
energy, without obtaining the permission of this Commis- 
sion in advance and with no more than the formality of a 
letter to Northern advising of the attachment of such loads 
to their distribution systems (Northern’s 
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FPC Gas Tariff, Item E, by reference). 


And the further fact is that no utility customer pays 
Northern any more for gas so purchased than the com- 
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modity price or overrun charge for such gas. The com- 
modity price and overrun charge are both 22.1¢ per Mcf 
(Northern’s FPC Gas Tariff, Item E, by reference). 
Northern’s utility customers pay a demand charge only 
for and on the amount of Contract Demand reserved under 
an executed Service Agreement. As the Examiner has 
already noted (see Footnote 3, page 8 of his Decision), the 
Demand Charge is payment for a reservation and use of 
capacity. Under Northern’s Tariff capacity is reserved 
solely for firm users, not for interruptible sales. North- 
ern’s customers do not pay a Demand Charge on gas pur- 
chased for resale on an interruptible basis for use in the 
generation of electric energy. 

In short, were this sale to be made by any one of North- 
ern’s customers, rather than Northern itself, this matter 
would not even be before the Commission. This fact could 
well render academic any professed concern for ‘‘conserva- 
tion.’’? Certainly it establishes the proposition that it 
would be an act of outright discrimination against North- 
ern were this Commission to deny Northern the right to 
do what any of its customers are free to do. 


C. Applicant proposes that the statement appearing at 
page 14 of the Examiner’s Decision and quoted above be 
stricken and the following substituted therefor: 


‘‘Northern’s utility customers can and do buy gas 
from Northern for the purpose of reselling it on an 
interruptible basis for use in the generation of electric 
energy. Northern’s utility customers may and do at- 
tach such loads to their systems without obtaining this 
Commission’s permission and with no more formality 
than a letter to Northern advising of the attachment 
of such loads. Northern’s customers pay no more for 
gas so purchased than 22.1¢ per Mcef, the currently 
effective commodity price or overrun charge set forth 
in Northern’s effective FPC Gas Tariff. To deny 
Northern the opportunity to make a 
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sale of precisely the same character, would be an act 
of outright discrimination against Northern.’’ 


Exception VIL 


A. Northern excepts to the Examiner’s Finding 3 ap- 
pearing at page 19 and reading: 


‘Applicant has not demonstrated on this record that 
the construction and operation of the facilities pro- 
posed herein are required by public convenience and 
necessity.”’ 


B. On the basis of the facts of record in this proceeding 
it is crystal clear that the quoted Finding of the Examiner 
is erroneous. 

These facts are: Northern is able and willing to construct 
the facilities and render the service proposed herein; the 
design of said facilities is adequate for the service pro- 
posed to be rendered and the estimated costs thereof are 
reasonable and will be financed by Northern from available 
cash on hand; Applicant’s gas supply is adequate to render 
the service proposed; the sale to Black Dog will materially 
improve Northern’s system load factor; the proposed 
service to Black Dog will yield at least $1,200,000 in addi- 
tional revenues, over and above the actual cost of the pro- 
posed service; these excess revenues will become available, 
in whole or in part, to defray a portion of the overall fixed 
cost-of-service otherwise borne by Northern’s utility cus- 
tomers with respect to jurisdictional sales of gas made to 
them; Northern States Power Company, the purchaser at 
the Black Dog Plant, will realize a savings in fuel costs of 
a minimum of $200,000 annually if permitted to buy gas 
at the prices and under the terms of the contract executed 
between it and the Applicant. 
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C. Northern proposes that the Examiner’s Finding 3 
be stricken and that the following be substituted in lieu 
thereof : 


‘‘Applicant is able and willing properly to do the 
acts and to perform the service set forth in its appli- 
cation and to conform to the provisions of the Natural 
Gas Act, as amended, and the Commission’s rules and 
regulations thereunder, and the public convenience 
and necessity require that a certificate be issued to 
Northern authorizing the construction and operation 
of the facilities proposed.”’ 


Exception VIII 
A. Northern excepts to the Examiner’s Finding 4 as set 
forth at page 19 of his Decision and reading: 


‘“‘The application of Applicant herein should be 
denied.’’ 
B. For all of the reasons stated heretofore Northern 
submits that this Finding should be stricken. 


C. Northern proposes that the Examiner’s Finding 4 
be stricken. 


Exception IX 


A. Northern excepts to the Examiner’s proposed Order 
reading: 

‘‘(A) The application of Applicant herein be and 
the same hereby is denied.’’ 

B. On the basis of the facts of record in this proceeding, 
as well as the discussions and argument contained herein, 
it is clear that the Examiner’s proposed Order is not sup- 
ported by the record, is in complete derogation of the 
testimony and evidence in this proceeding and does not 
conform to Commission policy. 
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C. Northern proposes that the Examiner’s Order be 
stricken and that the Commission upon review of the 
Examiner’s Decision and of the 
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Exceptions filed herein issue its Order categorically re- 
versing the Examiner’s Decision and issuing the certificate 
of public convenience and necessity prayed for by North- 
ern in its Application at Docket No. G-2409. 


Respectfully submitted, 
NortTHERN Naturat Gas Company 


By /s/ Justin R. Wour 
Of Counsel 
LawkENCE J. SHaw 
F. Vinson Roacu 
Date TEKo.ste 
2223 Dodge Street 
Omaha 1, Nebraska 


Justin R. Wour 
Louise C. PowELu 
1625 K Street, N. W. 
Washington 6, D. C. 


Attorneys for Northern Natural Gas Company 
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CERTIFICATE OF SERVICE 


I hereby certify that I have, this day, caused a copy of 
the foregoing Exceptions of Northern Natural Gas Com- 
pany to Decision of Presiding Examiner to be served upon 
all parties of record in this proceeding by mailing a copy 
thereof, properly addressed and stamped, to each of the 
following: 


Francis L. Haun R. E. L. Hau, 
Presiding Examiner General Counsel 
Federal Power Commission National Coal Association 
Washington 25, D. C. Southern Building 
Washington 5, D. C. 
Auvin A. Kurrz, Attorney Wetty K. Horxrns, 
KE. B. Buacxmon, Attorney Attorney 
Federal Power Commission United Mine Workers of 
Washington 25, D. C. America 
900 Fifteenth Street, N. W. 
Washington 5, D. C. 
Tom J. McGrarts, Esq. Hersert HENDERSON, 
JEROME J. McGraru, Hse. Vice President 
324 Shoreham Building Joun F. Gastron, 
Washington 5, D. C. Ass’t. Gen. Atty. 
(Counsel for National Coal Iowa Electric Light and 
Association, et al.) Power Co. 
P. O. Box 351 
Cedar Rapids, Iowa 


/3/ Justin R. Wor 
Attorney for Northern Natural 
Gas Company 
September 6, 1955 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Docket No. G-2409 


Before Commissioners: JEROME K. Kuykenba.u, Chair- 
man; CuaupE L. Draper, Seasorn L. Dicsy, FREDERICK 
Srveck and Wruiam R. Connote. 


In the Matter of 
NortTHERN Natural Gas Company 
Order Modifying and Affirming as Modified the Initial Decision 
of the Presiding Examiner Denying a Certificate of Public 
Convenience and Necessity 


(Issued March 16, 1956) 


This matter, which arises under Section 7 of the Natural 
Gas Act, is before us in consequence of exceptions filed 
September 6, 1955, by Northern Natural Gas Company 
(Northern), to the Presiding Examiner’s Decision issued 
August 16, 1955, denying Northern’s application for a 
certificate of public convenience and necessity. 

On April 19, 1954, Northern filed an application under 
Section 7(c) of the Natural Gas (Act) for a certificate 
authorizing the construction and operation of facilities to 
serve the Black Dog power generating station of Northern 
States Power Company (Northern States) with natural 
gas on an interruptible basis for use as boiler fuel. 

A consolidated hearing on this and another application 
was held September 13-16, 1954, and thereafter the two 
dockets were consolidated with others. After further hear- 
ing, the instant proceeding was severed for initial decision 
by the Presiding Examiner. Subsequently, applicant filed 
exceptions and thereafter, pusuant to motion by applicant, 
in accordance with our order issued November 23, 1955, 
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oral argument before the Commission was had on December 
15, 1955. 

While the rates charged for direct consumer sales are not 
within the coverage of the Act, Section 7(¢) requires a 
certificate of public convenience and necessity authorizing 
the construction and operation of facilities for the trans- 
portation of natural gas subject to our jurisdiction such 
as that for which authorization is sought here. Northern’s 
proposed facilities, estimated to cost $131,000, consist of 
a measuring and regulating station and a branch line of 
16-inch pipe 1.42 miles long. At the original hearing in 
1954, annual sales of natural gas by Northern to Northern 
States for the Black Dog plant were estimated at 8,838,900 
Mef in 1955 and 13,808,400 Mef in 1956 and 1957. At the 
subsequent hearing, annual sales were estimated at 14,- 
400,000 Mef in 1956, but no evidence was offered of esti- 
mated requirements or sales for years subsequent to 1956. 


5832 


The Presiding Examiner found that Northern has not 
demonstrated on the record that the construction and opera- 
tion of the above-described facilities are required by the 
public convenience and necessity, and determined that 
Northern’s application should be denied. 

In general, we concur in the result reached by the Pre- 
siding Examiner. The issue is whether the public con- 
venience and necessity require the authorization sought, 
involving the use of natural gas for boiler fuel. As we have 
heretofore determined,’ in passing upon the issuance of 
a certificate under Section 7 of the Act, there is no valid 
objection to giving matters of conservation, inferior and 
superior uses and related matters the weight they may 





1See order issued December 15, 1955, In the Matter of Transconti- 
nental Gas Pipe Line Corporation (On Reopening), Docket No. G-1783, 
and cases cited therein. 
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deserve on the facts of a given case, short of assigning 
to them alone determinative weight. These also are factors 
to be weighed and evaluated along with other relevant 
circumstances in assaying the public convenience and 
necessity. And we have ‘‘repeatedly held that the use of 
natural gas as boiler fuel is an inferior usage and that, 
while it is not to be denied in all situations, it should be 
permitted only on a positive showing that it is required by 
public convenience and necessity.” In the Matter of Mis- 
sissippi River Fuel Corporation, Opinion No. 250 and ac- 
companying order, issued May 11, 1953, Docket No. G- 
1955, page 9.” 


On balance, as appears from the Presiding Examiner’s 
decision, the detriments to the public which would result 
from authorizing Northern’s proposed operations outweigh 
such benefits as might flow therefrom, and Northern has 
fallen short of the positive showing required by the public 
convenience and necessity. Weighing against authoriza- 
tion, the sale to Northern States would aggravate the gas 
supply problem which increasingly perplexes Northern 
and most other natural-gas pipeline companies as well in 
these days of diminishing reserves and increasing demand.* 
In this connection, the record lacks the evidence necessary 
for us to evaluate the future effects on Northern of the 
proposed sale in creating a need for additional reserves. 
Furthermore, a persuasive showing has been made of the 
adverse impact of the sale on economie conditions in areas 
supplying coal for the Black Dog plant. 


2 Reversed by order issued December 15, 1958, in the said docket, 
wherein we stated however that “We reaffirm the principles announced 
in Opinion No. 250....” 


3The remaining life of the proven natural gas reserves of the 
United States was 32.5 years at the end of 1946, 23.0 years at the end 
of 1953, and 22.5 years at the end of 1954. 
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Moreover, while there is an abundance of coal readily 
and economically available to meet the Black Dog plant’s 
foreseeable fuel demands, the same cannot be said of 
natural gas. And the story is generally the same in most of 
the great fuel-consuming areas across the nation. The 
limited quantities of such a premium feul as natural gas, 
so uniquely adaptable to so many superior uses, as con- 
trasted with the enormously more adbundant supplies of 
coal, have important implications for the public interest 
which we cannot ignore in passing upon a proposed boiler 
fuel sale. Obviously, in circumstances such as these, con- 
siderations of conservation must be given appropriate 
weight, particularly in view of the substantial volume of 
natural gas in question and the extent of Northern’s pres- 
ent and prospective market requirements for more desir- 
able uses of gas. Other detriments which would result from 
authorizing the operations proposed are sufficiently stated 
in the Presiding Examiner’s decision. 


In comparison, the benefits which it is said the proposed 
sale would yield, including possible additional revenues 
which might accrue to the benefit of Northern’s utility cus- 
tomers, an improvement in Northern’s system load factor, 
and claimed savings to Northern States in fuel costs, are 
relatively meagre and uncertain of realization. 


Respecting the possibility of additional revenues, the 
Presiding Examiner found that under the Black Dog con- 
tract gas would be sold at less than the commodity cost of 
26 cents per Mef contained in our Opinion No. 281, In 
the Matter of Northern Natural Gas Company, Docket No. 
G-2217, issued May 20, 1955. We consider that it is neither 
necessary nor desirable to determine in this proceeding 
the precise commodity cost figure of the gas proposed to 
be sold to Northern States, and this order shall not con- 
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stitute such a determination. It is sufficient for present 
purposes that, within the range of accuracy of a cost al- 
location proceeding, this record fails to show that the sale 
to Northern States will be made at a price which will 
recoup costs properly allocable to it. It is significant that 
no other sale is made by Northern at a price not clearly 
shown to be greater than the cost properly allocable to the 
sale. Northern has therefore failed to show there will be 
measurable advantages to its utility customers resulting 
from this sale. Additionally, the company’s presentation 
is further deficient by reason of the failure to present an 
appropriate and acceptable method of cost alloceation. And 
as to the improvement in Northern’s load factor, obviously 
if the price at which the sale is made will not recoup the 
actual commodity cost of the gas, an increase in volumetric 
sales, even though resulting in an improved load factor, 
would be of questionable benefit indeed. 
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| In the circumstances of this case, we conclude that the 
facts of record summarized above and more fully detailed 
in the Presiding Examiner’s decision, establish that claimed 
advantages of the authorization sought by Northern to the 
extent any advantages have been established by applicant, 
are outweighed by the detriments to the public which would 
result therefrom; that Northern has not made the positive 
showing required to justify the authorization sought; and 
that the construction and operations proposed are not re- 
quired by the present or future public convenience and 
necessity. 


The Commission finds: 


Upon review of the entire record in this proceeding, 
including the initial decision of the Presiding Exami- 
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ner, the exceptions thereto, and oral argumnt before 
us, the Presiding Examiner’s decision should be modi- 
fied in accordance with the qualifications stated above; 
that as so modified, the Presiding Examiner’s material 
findings basic to his determinations are supported by 
substantial evidence and are otherwise free from 
errors of substance; that such material contentions, 
objections and exceptions as are not specifically dis- 
posed of in the foregoing are without basis in law or 
support in fact; and that as modified, the Presiding 
Examiner’s decision issued here August 16, 1955, 
should be affirmed and adopted as the decision of the 
Commission as hereinafter ordered. 


The Commission orders: 


(A) The initial decision issued herein August 16, 
1955, denying the application of Northern Natural Gas 
Company for a certificate authorizing the construction 
and operation of facilities as hereinabove described 
be and the same is modified as hereinabove provided. 


(B) The initial decision of the Presiding Examiner, 
as modified, shall become effective as the decision of 
the Commission as of the date of the issuance of this 
order. 


By the Commission. Commissioners Digby and Stueck 
dissenting. 


Leon M. Fuquay, 
Leon M. Fuquay, 
Secretary. 
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In the Matter of 
Docket No. G-2409 
NortHern Narurat Gas Company 
(Issued March 16, 1956) 
KUYKENDALL, Chairman, concurring: 


I do not subscribe to all that is said in the foregoing 
order, but concur in the result reached, because I am un- 
able to determine, from the record, that the revenues which 
would be derived from this sale are adequate to recover 
the costs which would properly be allocable thereto. 


JEROME K. KuyKENpDALL, Chairman 


5836 
Docket No. G-2409 


In the Matter of 
NortHEerN Naturat Gas Company 


(Issued March 16, 1956) 
ConnoLe, Commissioner, concurring: 


I am in complete agreement with all the conclusions of 
the majority report, and with the reasons advanced in sup- 
port of them. Because I have additional and more uni- 
versally applicable reasons for reaching these conclusions, 
however, I append this separate statement explaining the 
basis for my convictions with respect to the boiler fuel 
problem in fuel-competitive areas and the doubtful wisdom 
of depending on boiler fuel sales in such areas in attempting 
to make low-load factor, high-volume sales more profitable. 

I say again, this is the basis for my convictions with re- 
spect to the boiler fuel problem in fuwel-competitive areas. 
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An effort to stretch the meaning or significance of this dis- 
cussion beyond that limit is inconsistent with and not re- 
sponsive to, what I say here. 

Within the terms of Northern’s application lies the 
proposition that load factor improvement for the Applicant 
is an end in itself, a gain which will react inevitably to the 
general public benefit. This construction appears in the 
endeavor to demonstrate conclusively the advantages to 
the Applicant’s system as a whole of a substantial sale, 
itself at a price shown to be capable of recovering no more 
than its costs, the sole remaining virtue of which is the 
improved use of pipeline facilities. 
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An understanding of my convictions on certain basic 
economic characteristics of the pipeline business is neces- 
sary to an intelligent appreciation of my position here. 

It is obvious that once the latent energy locked within 
a given reserve of natural gas is released through com- 
bustion the act is, for practical purposes, final. A valuable 
source of energy is thereby that much depleted. It is no 
longer of any value as a source of heat, or of electrical or 
mechanical energy. Thus it becomes essential to discrimi- 
nate among the uses to which energy is put after its release 
by the combustion of natural gas. Will that energy be used 
to develop maximum values that are realizable in such 
processes? Experience with this problem shows that when 
resources may be devoted to several uses of unequal utility 
and are used in any other than the manner of greatest 
utility, a cost or loss is incurred amounting to the dif- 
ference between the respective utilities of the several uses; 
that to which the resource is put and that of the highest 
utility. 

Under given circumstances this “opportunity” cost may, 
of course, be a reasonable price to pay for realized bene- 
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fits. For example, through the use of natural gas as boiler 
fuel electric energy may be made available for domestic 
and commercial heat, light and power at prices which bring 
it within the reach of many who would be unable to obtain 
it otherwise. Indeed, through load factor improvement or 
otherwise, use of natural gas may act indirectly to reduce 
the cost of providing gas for space heating and other low- 
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load-factor uses. However, no such immediate advantages 
are shown by this record to be foreseeable from this sale. 
Indeed, because this sale would be made in an area where 
alternative fuels are priced within a competitive range of 
the price of natural gas, no such advantages are possible. 

As a general proposition, in feul-competitive areas where 
the cost of equivalent energy from sources alternative to 
natural gas is near to equilibrium or closely approaching 
equilibrium, it is false economy and wasteful investment to 
construct facilities and to cut prices in order to maintain 
boiler fuel sales of natural gas. Better not to have de- 
veloped the space-heating load at all than to do so in the 
face of approaching equilibrium of gas and other fuel costs. 
For, when the price advantage of nautral gas disappears, 
so will its usefulness as a means of filling off-peak voids. 
In areas of close fuel competition, load factor built on 
relative expensiveness of coal and fuel oil may be a worse 
than doubtful economy. 

Gas from southwestern sources can now be delivered to 
the far corners of the U. S. marketing area and there under- 
sell other fuels. How long this condition will prevail is, at 
least, questionable. Pipelines and distributing companies, 
however, have seized on boiler fuel sales and other inter- 
ruptible industrial business to help them achieve minimum 
unit operating expenses and maximum utilization of plant. 
For example, the area of Northern’s Zone 3 has become 
one of close inter-fuel competition. In this 
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and similar areas, special care must be exercised that there 
be a legitimate and demonstrable margin between in- 
cremental out-of-pocket pipeline costs, relating to specific 
sales, and the cost of energy from other sources. Not only 
must this margin be of adequate dimension for current 
purposes, but it must so remain for a considerable future 
period to justify such longer term requirements as amorti- 
zation of capital investment. Any sale of natural gas at 
below cost is of transitory benefit regardless of load factor 
effects. It reacts to the injury of all who have expended 
funds in reliance on such sales to maintain high-level pipe- 
line utilization, whether the investment was made in con- 
sumer appliances, distributing plant or pipeline facilities. 

The above reasons argue conclusively for a meticulous 
and critical examination of any cost figures introduced in 
a proceeding such as this, purporting to show a given sale 
of natural gas for boiler fuel use will be in the public in- 
terest. Upon such an examination, the present application 
fails to show that the proposed sale of a substantial volume 
of gas to a highly price-conscious buyer will be made at a 
rate which will recover costs. When the cost figures of 
Northern are examined to determine whether they support 
Northern’s position it becomes clear why, as set forth in 
the majority opinion, they are less than persuasive. With 
out a tedious recital of invidual infirmities, it is readily 
apparent that the proposed sale, if financially feasible at 
all, will support itself at an average price of 23.5¢ per mef 
only temporarily. 
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For example, if feasibility means anything, it means that 
the project must support itself during the life of the sale 
for which authority is sought. Yet, despite evidence of 
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steadily rising costs of purchased and produced gas (21.3% 
of Northern’s 1954 supply was obtained at an average 
price .78¢ above the 23.5¢ price at which this sale would be 
made, a spot average price of gas in point of time is used 
to support future financial feasibility. Moreover, the costs 
allocated to the sale include nothing for main-line operation 
and maintenance (other than costs of compression) nor any 
amounts for main-line depreciation, return or related in- 
come taxes. Even the costs of compression which are al- 
located are the average for the system for 1954 even though 
the gas for the Black Dog plant would not be moved an 
average distance but to the extreme end of the long main- 
line. 


' Other examples need not be cited to illustrate the defects 
in the attempt to demonstrate that this sale will be made at 
a price which will recover more than the cost properly as- 
signable to it. The record does not support Northern’s 
contentions in this regard. Neither is a meaningful com- 
parison possible between this 23.5¢ rate and the commodity 
component (22.1¢) of Northern’s two-part Zone 3 rate 
under which surplus gas is made available, off-peak, to cus- 
tomers who have already established a contract demand. 

The 22.1¢ commodity component is only one part of an 
inseparable and yet to be determined two-part rate under 
which, in the 
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aggregate, all costs of service allocable to Zone 3, including 
a fair return, are recovered. There is no effective finding 
by this Commission that 22.1¢ represents the full commodity 
costs assignable to sales in Zone 3. The division between 
demand and commodity component was Company, not Com- 
mission, made. Indeed, it is the effective and legally filed 
rate. But that is a far ery from its being the reasonable 
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and therefore lawful rate. The distinction is real and 
judicially recognized. (See for example, Arizona Grocery 
Company v. Atchison, Topeka and Santa Fe Ry. Co. 284 
U. S. 370, 387). In fact the very issue of the reasonableness 
of the 22.1¢ commodity component, among other things, is 
under active investigation in Docket G-2505 In Re Northern 
Natural Gas Company et al. Unless and until the Com- 
mission finds that 22.1¢ will recover all costs properly as- 
signable to the commodity component it is improper to use 
it as a measure of that component. Manifestly, and a 
fortiori then, it is improper to use it as a standard of 
measuring the adequacy of a rate for recovery of costs as- 
signable to any particular sale to a particular customer 
under such facts as are presented by this proposal. 


Against the policy background I have outlined above, 
these deficiencies become even more impressive and lead me 
inevitably to the conclusion that the proposed construction 
and operations are not required by the public convenience 
and necessity. 


5842 


The problems faced by Northrn and other pipelines in 
fuel-competitive areas distant from producing areas will 
be aggravated, not solved, by dependence on the illusory 
benefits of uneconomic sales such as the one proposed. It 
is the responsibility of this Commission to prevent the 
waste of this value resource in pursuit of this economic 
will-of-the-wisp. It is a responsibility shared by pipeline, 
distributing company, consumer and Commission to seek 
the soundest solution to these problems. The granting of 
the authority sought here would be inconsistent with both. 


WruuM R. Connote, Commissioner 
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Docket No. G-2409 


In the Matter of 
NortHERN Natura Gas Company 


(Issued March 16, 1956) 
Dicsy and Strvueck, Commissioners, dissenting: 


We dissent from the action of the majority in denying 
the issuance of the certificate of public convenience and 
necessity, because on the facts produced in evidence on the 
record in this case we are of the opinion that public con- 
venience and necessity will be served by the issuance of a 
certificate to applicant. Our dissent goes to the merits and 
also to the reasoning relied upon by the Presiding Examiner 
and the majority of the Commission. 

Subsection (e) of Section 7 of the Natural Gas Act pro- 
vides that ‘‘a certificate shall be issued to any qualified ap- 
plicant,’’—any natural-gas company, “if it is found that 
the applicant is able and willing’’ and ‘‘that the proposed 
service sales—is or will be required by the present or future 
public convenience and necessity.” The statute contains 
two mandates. 

The first mandate is that we must find the facts enumer- 
ated if they have been shown, as we believe they have here, 
by the record. We are bound by and limited to the record. 
We must find what is shown by the evidence. 

We are forced to the conclusion that the result arrived 
at by two of the majority was based upon extraneous ma- 
terial founded upon speculative economic theories which 
were permitted to overshadow the facts shown on the 
record. It is urged that these theories are all based on 
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information which the Commission has in its files. Since 
the Commission has been in existence for more than a 
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quarter of century, it has literally millions of facts and 
figures in its files. From these, correct and incorrect in- 
ferences, deductions and conclusions can be drawn. 

We think it better to order a specific case reopened and 
further hearings held, if the proper determination of that 
case depends upon facts and data of ‘‘general averages’’ or 
other such evidence. Then the Commission will have the 
benefit of such information properly before it and whatever 
additional information may be evoked by cross-examination 
or rebuttal evidence to show its correctness or falsity, as 
well as its applicability or inapplicability to the specific 
case. 

We are convinced that the mandate of Congress will be 
violated if we fail and refuse to base our action strictly and 
solely on finding the statutory facts shown on the hearing 
record. 

It is our firm conviction that although Congress gave this 
Commission vast authority over a determination of a policy 
with respect to conservation of water resources and plan- 
ning of the development of the basins of navigable river, 
Congress gave us no authority to make a national policy 
or plan of conservation of natural gas. This inherent 
power reposes solely within the jurisdictions of the several 
states where such natural resource is found. 

In this case, the Presiding Examiner—and at least one 
Commissioner—has wandered into the conservation byway 
and been led astray from the mandatory path fixed by the 
statute. The Presiding Examiner, who was affirmed, in- 
cludes ‘‘the need for conservation” among 
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his decisive reasons. The applicant ‘‘should not be per- 
mitted to dissipate that supply through any inferior use 
such as boiler fuel.’? The majority opinion, in fact, bases 
decision on “considerations of conservation.’’ The con- 
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curring opinion is a thesis on economics and conservation. 
It is so far removed from the facts shown by this record, 
and with which the statute requires us to remain concerned, 
that it defies correlation with our statutory mandates. 

We are very much concerned with the conservation of 
our natural resources and the prevention of waste. But out 
of respect for the Natural Gas Act, which we have been ap- 
pointed to enforce, we must confine ourselves within the 
limitations of our lawfully delegated powers and privileges. 

Congress has not said at least two things: First, it has 
not said that we should or can deny the issuance of certi- 
ficates of public convenience and necessity because, as the 
Presiding Examiner stated, ‘‘there has been a lack of de- 
mand for coal, its production has fallen off to a degree that 
the industry is in need of such relief as can be affored in 
appropriate circumstances, as it can here by the denial of 
the pending application.”? Congress has not in any pro- 
vision of the Natural Gas Act set up any federal fuel con- 
servation policy. It has not made ‘‘it necessary to apply 
conservation measures wherever possible” as the Presiding 
Examiner has assumed. Neither this nor any other certi- 
ficate case is one ‘‘where conservation of natural gas should 
be controlling,’’ as the initial decision concludes. Congress 
has not spoken on the subject. Hence, the challenge—by 
whose authority do we set up and enforce any particular 
brand of federal feul conservation? 


5846 


The second thing Congress did not say anywhere or at 
any time is that this Commission, its members, staff, hear- 
ing examiners or others subject to the Commission under 
the Natural Gas Act, are authorized or empowered by dele- 
gation from Congress to devise, elaborate out of economic 
theory or other influences, or promulgate, openly or covertly 
in individual cases, a federal fuel conservation policy. It 
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is self-evident that we do not possess state police power, 
which encompasses conservation policy and power. The 
respective states are not only in the best position to pre- 
scribe and enforce conservation laws and policies but such 
authority and responsibility rightfully belongs to the state 
government. 

This absence of Congressionally established national 
policy as to fuel competition and conservation is universally 
known to be the legal situation. The President only recently 
high lighted the non-existence of a national fuel conserva- 
tion policy. This very Congress has these matters here 
under study. To seek to use this Commission’s authority 
to promote any particular federal fuel conservation policy 
does not commend itself to us. Theoretical economics, un- 
supported by the law and the facts, has no sanction which 
would dignify it as a legal reason in the denial of a certi- 
ficate of public convenience and necessity. 

In connection with the theories on the end-use of natural 
gas and the conservation of natural gas as contained in the 
majority opinion and the separate concurring opinion, we 
would like to call attention to a less theoretical but more 
practical approach to the problem. 
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A large percentage of natural gas being transmitted in 
interstate commerce is what we commonly refer to as 
casinghead gas. Casinghead gas is gas produced with crude 
oil with the production of oil usually considered as the 
primary operation. The denial of the use of natural gas 
for industrial purposes such as fuel to produce electricity 
on the theory that such a use is an inferior use of the fuel 
would actually mean in many instances that the gas would 
be wasted. It is necessary that the gas be produced in a 
constant flow and amount since its production is incident 
to the production of oil produced at a daily allowable rate 
as fixed by the state where the gas is produced. If this gas 
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is denied the industrial markets on a theory of inferior use, 
it would have to be flared in the fields where it is produced. 
Of course, this would constitute a complete waste. Such 
flaring is generally prohibited by state conservation laws. 
Thus, we find that a Federal Power Commission conserva- 
tion policy could run into a direct conflict with state con- 
servation authority. 

We are very much opposed to this Commission’s setting 
up an over-all standard for the end-use of natural gas. We 
believe that the question of the end-use of gas as a fuel 
must be considered and determined upon the facts sur- 
rounding each individual transaction. Consideration should 
be given to gas supply, conflicting demands for gas, and 
the public interest served by its use. Many uses of natural 
gas which are actually highly efficient should be maintained 
on an interruptible basis. Gas used in the manufacture of 
electricity to meet the summertime peak demand for electric 
energy for air-conditioning is a splendid example of an 


efficient interruptible use of gas as a fuel. 
5848 


We believe that the proposed sale in this proceeding is 
more than self-supporting upon any reasonable allocation 
of cost. The commodity rate as fixed by the applicant’s 
tariff on file with this Commission in Zone 3 is 22.1¢ per 
Mef. The record in this ease convinces us that the proposed 
sale would return to the applicant a reasonable profit over 
and above the cost of the gas, which would necessarily 
benefit the other customers of the applicant. 

We also point out that any unused gas allocated to pres- 
ent customers of applicant which are located near the power 
plant in this case—could be sold by such customers with- 
out consulting this Commission and the profits derived 
from such sale at the price proposed in this case would not 
come under the purview of this Commission. 

We consider it important to further point out that the 
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general reasoning contained in the majority opinion and 
in the separate concurring opinion does not have the ap- 
proval of a majority of this Commission. The Chairman 
concurred only in the results of the majority decision deny- 
ing the certificate and limited his reason for such denial to 
the one issue of whether or not the revenues to be derived 
from this sale would be adequate to cover the cost which 
should properly be allocated to the gas involved in the sale. 

We believe that the Examiner’s decision should be re- 
versed and that a certificate of public convenience and 
necessity should issue to the applicant. 


S. L. Diaay, Commissioner 
FREDERICK STUECK, Commissioner 
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Received April, 1956. 


UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


Docket No. G-2409 


In the Matter of 
NorrHern Natura Gas Company 


Application for Rehearing 

Comes now Northern Natural Gas Company (Northern), 
the Applicant at Docket No. G-2409, and, pursuant to Sec- 
tion 19(a) of the Natural Gas Act and Section 1.34 of the 
Commission’s Rules of Practice and Procedure, files this its 
Application for Rehearing of the Commission’s Order is- 
sued March 16, 1956, in the above-entitled proceeding. 

As grounds for its Application for Rehearing, Northern 
alleges that the Commission in its Order issued March 16, 
1956, denying Northern a certificate of public convenience 
and necessity to construct necessary sales facilities and to 
sell natural gas to Northern States Power Company (Nor- 
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thern States) for use in its Black Dog Lake power plant 
(referred to herein as the ‘‘Black Dog’’ sale), erred, acted 
arbitrarily and capriciously, failed to provide Northern 
with due process of law and unjustly discriminated against 
Northern in the following respects: 


5850 
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The Commission erred as a matter of law in refusing 
to issue a certificate of public convenience and necessity 
authorizing the construction of facilities for and the trans- 
portation and sale of natural gas in interstate commerce 
directly to an industrial consumer on the grounds that it 
disapproved of the rate to be charged for such a direct 
sale when the Commission has no jurisdiction under the 
Natural Gas Act to prescribe or otherwise fix the rate for 
such a direct sale. 

|The rate which Northern may charge for and the rev- 
enues which Northern may derive from a direct industrial 
sale are matters solely within the discretion of Northern. 
They are not matters for Commission determination. 

As respects a rate beyond the purview of the Commis- 
sion’s jurisdiction, the Commission can surely have no 
greater power than its power to abrogate a contract rate 
for a sale subject to its jurisdiction. Cf. Federal Power 
Commission v. Sierra Pacific Power Company, 76 S. Ct. 
368. In this latter regard the Supreme Court said: 


««* * * the sole concern of the Commission would seem 
to be whether the rate is so low as to adversely affect 
the public interest—as where it might impair the fi- 
nancial ability of the public utility to continue its serv- 
ice, cast upon other consumers an excessive burden, or 

be unduly discriminatory.” (Id. 'p. 372) 
But the Black Dog sale will not ‘‘adversely affect the 
public interest.’’ It cannot be argued that the rate to 
Northern States is so low as to impair the financial ability 
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of Northern to continue its service. Nor can it be ar- 
gued that the rate for this direct industrial sale is unduly 
discriminatory. There is no claim that the proposed sale 
is at a discriminatory 
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rate, and the record in this case and Northern’s Tariff on 
file with the Commission disclose that Northern makes 
wholesale sales for resale to industrial customers under 
its overrun Rate Schedule R-3 at a rate (22.1¢ per Mcf) 
sufficiently below the proposed rate for the Black Dog sale 
as to permit Northern’s wholesale customers to resell to 
industrial consumers at comparable rates. 

The Commission apparently has grounded its findings 
against Northern upon a suggestion by the Trial Examiner 
that the proposed sale would in some manner cast upon 
other consumers an excessive burden. As pointed out be- 
low, there is no basis in the record for this conclusion. 


Et. 


The Commission erred in finding, contrary to the evi- 
dence, that, ‘‘* * * this record fails to show that the sale to 
Northern States will be made at a price which will recoup 
costs properly allocable to it,’’ and in approving the con- 
clusion of the Trial Examiner that, ‘‘* * * applicant’s other 
customers would be forced, if the application is granted, to 
shoulder a portion of the commodity cost.’’ 

The Trial Examiner’s statement that other customers 
might be forced, in some unexplained manner, to shoulder 
a portion of commodity costs allocated to the proposed 
Black Dog sale does not conform with the Commission’s 
rate-making processes. 

Whenever the Commission considers the issue of Nor- 
thern’s wholesale jurisdictional rates (now before the 
Commission in the proceedings at Docket No. G-2505), the 
inescapable result of the inclusion of the Black Dog sale 
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will be to reduce Northern’s wholesale rates below the 
rates which would necessarily prevail if such sale were 
not made. The uncontroverted testimony of record is to 
this effect (Tr., p. 273). 

The truth of this premise can be illustrated very simply. 
Assume, for purpose of illustration, that Northern’s total 
‘cost of service before making the Black Dog sale is 
$100,000,000 per year,’ that the cost classification and 
system-wide allocation method heretofore approved by the 
Commission assigns commodity costs equal to 22 cents to 
each Mef sold, and that the same cost classification with a 
zone mileage allocation assigns 26 cents of commodity 
cost to every Mef sold in Northern’s prescribed Zone 3. 
The result is as follows: 


Cost of Service 


Before Black Dow Sele scciccsccsccscccssccsssnseconses $100,000,000 

Additional incremental cost of Black Dog 

(14,400,000 Mef @ 14.7¢ Mef).................... 2,111,000 
PGTAL Shssicsce atest $102,111,000 
Allocated Cost 


System-wide allocation 
Black Dog sale (14,400,000 Mef @ 22¢).. $ 3,168,000 


BUT OURET CUBTOMIELS sn. cconscscsccsecccascsecvnsnvvenass 98,943,000 
Zone allocation 

Black Dog sale (14,400,000 Mcf @ 26¢).. $ 3,744,000 

ATL other’ Customers sq. cccccccseceeesiecene 98,367,000 





1 Northern’s total claimed transmission cost of service as per Exhibit 
No. 7 in Docket No. G-2505 is $98,111,868. 


‘2 Derived from Exhibit No. 14 in this proceeding. Represents the total 
of the average cost of gas purchased for sale to Black Dog, all costs 
associated with operation of the specific additional facilities used in 
making the sale and all estimated system variable costs to be incurred 
as a result of the sale. 
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Thus it can readily be seen that under either of the 
Commission prescribed allocation methods, the inclusion 
of the Black Dog sale will bring about a reduction of 
more than $1,000,000 in the cost of service allocated to 
all other customers for sales made to them. 

Inclusion of the Black Dog sale in Northern’s opera- 
tions necessarily and inevitably reduces the cost of serv- 
ing all customers. Therefore, it cannot be said that Nor- 
thern’s other customers will be forced to shoulder any 
additional cost or that the proposed sale would cast any 
burden whatsoever on these customers. 

Far from casting any excessive burden upon Northern’s 
customers, approval of the Black Dog sale would create 
an opportunity whereby savings could accrue to each of 
Northern’s utility customers in the cost of gas purchased by 
them. Had the Black Dog sale been made during the year 
1955, the attached tabulation (Appendix A) discloses the 
amount of savings which would have accrued to each such 
customer. It cannot be argued that such savings are ‘‘rela- 
tively meagre.’’ The certainty or ‘‘uncertainty”’ of their 
realization can be resolved by certification of the Black 
Dog sale. The only thing that is positive is that so long 
as the Commission prohibits the sale, just so long is the 
opportunity to enjoy the savings lost to Northern’s cus- 
tomers. 


Ii. 


The Commission erred in finding, contrary to the evi- 
dence, that the price for the proposed sale is below Nor- 
thern’s other sales. This erroneous finding is implicit in 
the Commission’s statement that, ‘‘* * * no other sale 
is made by Northern at a price not clearly shown to be 
greater than the cost properly allocable to the sale.’’ 
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The fact is, as shown by the record, that Northern sells 
overrun gas on an interruptible basis for resale for use 
in the generation of electric energy at a price of 22.1 
cents per Mcf. This is the rate contained in the ‘‘R’’ Rate 
Schedules of Northern’s FPC Gas Tariff, filed pursuant 
to the terms of the Commission’s Opinion No. 281. The 
Commission in that Opinion concluded that the applica- 
tion of certain arbitrary mathematical techniques if trans- 
lated into a commodity price would result in a commodity 
price of approximately 26 cents. However, the Commis- 
sion also recognized that the problem of maintaining an 
efficient operation and of selling gas requires considera- 
tion of other than abstract mathematical calculations and 
that Northern’s management should be permitted appro- 
priate latitude in that regard. Consequently, in that Opin- 
ion, the Commission expressly permitted Northern to file 
the 22.1 cent commodity and overrun rates. The finding 
in the present case that the 23.5 cent average rate for 
Northern’s direct sale to Black Dog is below allocated 
costs and below Northern’s rates for other sales constitutes, 
in effect, a repudiation of the Commission’s own Opinion. 


IV. 


The Commission was arbitrary and capricious and erred 
as a matter of law in concluding that, ‘‘* * * the company’s 
presentation is further deficient by reason of the failure to 
present an appropriate and acceptable method of cost 
allocation.’’ 


Part 157 of the Commission’s Rules and Regulations 
states explicitly and in considerable detail all supporting 
data and exhibits which are required in an application for 
a certificate of public convenience and necessity. Such 
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requirements do not include any suggestion that the issue 
of cost allocation method is a necessary incident to a 
minor certificate case such as this. 


A finding of public convenience and necessity can and 
should be made on the basis of a showing that substan- 
tial benefits will result to all parties concerned from a 
proposed construction and sale. It would be patently be- 
yond the scope of a minor certificate proceeding and un- 
necessarily dilatory and burdensome to such proceeding 
to require every applicant to satisfy the Commission as 
to its cost allocation methods. Furthermore, in the pres- 
ent instance where Northern has a rate case pending be- 
fore the Commission, in which a specific issue is cost 
allocation method, it is arbitrary and unreasonable to re- 
quire Northern to undertake an extensive exploration of 
that issue in an otherwise minor certificate proceeding. 


And it is a clear denial of due process to establish an 
additional matter to be proved by a certificate applicant 
after hearing has been closed. Although the Commission 
has a standard procedure of requesting additional mate- 
rial in support of an application which the Staff considers 
deficient, no request for cost allocation date was ever made 
in this ease. Prior to Oral Argument the Commission’s 
Staff Counsel had not filed either a brief or a reply brief 
in this proceeding advising Northern of this or any other 
purported deficiency in its case. No witnesses, testimony or 
evidence were presented on bhalf of the Staff or the Com- 
mission during th course of the hearings in this proceed- 
ing. 1 


The Commission itself has said that the task of allocat- 
ing specific costs to specific sales ‘‘would impose almost 
insuperable difficulties.’’ (See 
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FPC Report on H. R. 4943, et. al., submitted to House Com- 
mittee on Interstate and Foreign Commerce, 74th Congress, 
1st Session; Hearings on H. R. 4560, et al., Part 2, p. 1891, 
et seq.) It is significant that the Commission’s Report re- 
ferred to herein was directed to legislation designed to 
amend the Natural Gas Act to require the Commission to 
make such specific cost allocations upon complaint of the 
seller of a fuel competitive with natural gas. 

Thus, in the instant proceeding, Northrn has been denied 
a certificate for failure to satisfy what can only properly 
be described as an ex post facto requirement of which it 
had no notice and one which the Commission itself has re- 
pudiated. 

V. 


The Commission erred in finding that, “* * * claimed sav- 
ings to Northern States in fuel costs, are relatively meagre 
and uncertain of realization.” 

The evidence of record, and information which has, sub- 

sequent to the hearing, been made public by the Commission 
itself indicates that the saving in fuel cost which would be 
effected by the proposed sale would be both certain and 
substantial. The only uncertainty which existed at the time 
of hearing was how substantial, and subsequent information 
has delineated the magnitude of the saving. 
- The cost of coal per 1,000,000 BTU to Black Dog in 1953 
was 31.97 cents, as compared with the average contract 
price of 23.5 cents per 1,000,000 BTU of gas (Tr., p. 309). 
However, reductions in coal and freight costs made the ¢al- 
culation of the saving to Northern States a matter of con- 
jecture at the 
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time of the hearing. The witness from Northern States 
calculated that there would be a saving of approximately 
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$200,000 per year even if coal prices fell to 25 cents per 
1,000,000 BTU (Tr., pp. 33-5), but stated that, “If the 
price of coal is greater than that, the savings would be 
greater’’ (Tr., p. 335). 

The Commission subsequently published the recorded 
cost of coal to the Black Dog plant for 1954. In the Com- 
mission publication, ‘‘Steam - Electric Plant Construction 
Cost and Annual Production Expenses, 1954,” at Page 55, 
the cost of coal per 1,000,000 BTU to Northern States’ 
Black Dog plant is shown to be 28.75 cents. On the basis of 
estimated sales of 14,400,000 Mef per year at 23.5 cents per 
Mef, the saving to Northern States would be $756,000 per 
year. Even if the cost of coal for the Black Dog plant were 
as low as 26 cents per Mef, the savings would approximate 
$360,000 per year. 

Such savings are far from ‘‘meager,” and the ‘‘un- 
certainty” of realization will be resolved by the granting 
of a certificate to Northern to make the sale. Nor can the 
Commission ignore the uncontroverted fact of record that 
through fuel cost adjustment clauses contained in Northern 
States’ retail rate schedules some portion of such savings 
as are realized will be passed on directly to the public served 
by Northern States. 


VI. 


The Commission arbitrarily ignored the evidence of rec- 
ord herein, and denied Northern equal treatment in finding 
that the sale to Northern States, 

«“«* * * would aggravate the gas supply problem which 
increasingly perplexes Northern and most other 


natural-gas pipeline companies as well in these days 
of diminishing reserves and increasing demand.’’ 


5858 
Exhibit No. 109 in this proceeding discloses that on a 
physical deliverability basis, Northern’s controlled re- 
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serves are adequate to meet its average day and annual re- 
quirements, including the sale to Black Dog, for a period 
of sixteen years from January 1, 1955. 

The record also discloses (Exhibit Nos. 108 and 109) 
that if the measure of adequacy of gas supply is the ‘‘re- 
serve life index’’ basis, Northern has a reserve life index 
of well over 20 years. This reserve life index materially 
exceeds that found by the Commission as adequate to sup- 
port the sale of interruptible gas by Transcontinental Gas 
Pipeline Corporation to Duke Power Company for use in 
the generation of electric energy (Docket No. G-1783, Order 
issued December 15, 1955, approving Presiding Examiner’s 
Intial Decision issued October 17, 1955) where Trans- 
continental was found to have a reserve life index of ap- 
proximately 17 years. The Commission has likewise certi- 
ficated a substantial firm and peak day system expansion by 
Tennessee Gas Transmission Company upon a reserve life 
index (approximately 17 years) materially less than that 
possessed by Northern (see Commission Order issued 
September 23, 1955, in Docket No. G-8805). 

Accordingly, the Commission cannot properly find that 
Northern does not possess an adequate supply of natural 
gas with which to render the service proposed in this pro- 
ceeding. Indeed, in view of the Commission’s action in the 
Transcontinental and Tennessee cases referred to above, 
for the Commission to fail to find in this proceeding that 
Northern’s gas supply is adequate to render the service 
proposed is an act of patent discrimination. 


5859 
VI. 


The Commission erred as a matter of law and fact in 
concluding without support in the record of this proceeding 
that ‘‘considerations of conservation’’ require the denial 
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of a certificate authorizing Northern’s sale to the Black 
Dog plant. 

Read in its entirety the Commission’s Order equates 
‘*conservation” with an end use control over competitive 
fuels. This, in effect, is an administrative determination 
of a new national fuel policy. Congress has not delegated 
that authority to the Commission in the Natural Gas Act, 
or otherwise. Moreover, Northern was not afforded any 
opportunity to be heard respecting the premises upon which 
this new policy was based, nor to rebut such evidence as 
may have persuaded the Commission to adopt it, since such 
evidence, whatever it may have been, was clearly not of 
record in this proceeding. In short, Northern has not had 
a proper hearing on this issue. 

The Commission erred in approving the Examiner’s find- 
ing that Northern ‘‘* * * should not be permitted to dis- 
sipate [its gas] supply through any inferior use such as 
boiler fuel.” The gratuitous characterization of the use of 
natural gas in the generation of electric energy as “in- 
ferior” does not, in fact, make that use inferior. The gen- 
eration of electricity is, indeed, the highest known use to 
which fuels may be put today. Certainly the use of gas for 
that purpose is on a par with its use to make hot water 
or steam for heating—or even for space heating. 

Nor can the Commission ignore the economic benefits that 
accrue to the ultimate consuming public if a natural gas 
pipeline transporter is 
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permitted to make off peak, interruptible sales of gas for 
industrial purposes, such as a sale of gas for use in the 
generation of electric energy. It is an inexorable economic 
fact that the fixed charges associated with the operation 
of long distance high capital cost pipelines continue to 
accrue whether the pipeline is operated at or near capacity 
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or is operated on the lower, limited volumes required to 
serve firm, domestic customers. In short, the higher the 
load factor, the lower the unit cost of gas sold. 

In this case it is demonstrably clear that the sale of gas 
for use in the generation of electric energy will result in 
definable economic benefits to Northern’s utility customers. 
Under these circumstances, the interests of genuine con- 
servation are aided, not harmed. The sale of gas to the 
Black Dog plant constitutes a superior use of one of the 
nation’s great natural resources. 

Per contra, the coal and allied union and railroad interests 
are concerned primarily with coal production and sale, 
Admittedly to serve their competitive ends, they seek to 
obstruct the use of natural gas and do not hesitate to 
quote the scripture of conservation to obtain their ob- 
jective. 

These interests recognize that efficient, high load factor 
pipeline operations enable the natural gas industry ef- 
fectively to compete with other fuels, including coal. If 
under the guise of a concern for conservation they can per- 
suade Congress or this Commission to eliminate off peak, 
interruptible industrial pipeline sales, they will have won 
their entire competitive battle. The costs of transporting 
gas through long distance pipelines for heating and other 
domestic purposes alone would be prohibitive. Natural 
gas would then be left in the ground or ‘‘flared’’ as it was 
before the long distance pipelines were built. 
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To date, Congress has permitted the competition of the 
market place to be the arbiter in the public’s selection be- 
tween competing fuels. During its most recent session, 
Congress has refused to pass legislation designed to re- 
strict the public’s free choice of fuels. Likewise, both Con- 
gress and the Courts have recognized that conservation of 
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oil and gas is properly a matter for state conservation 
authorities. 

It is gross error for the Commission in this case to at- 
tempt to accomplish indirectly what the Congress has re- 
fused to permit the Commission to do by direct mandate. 


VIII. 


The Commission erred in approving, with unstated and 
unspecified modifications and qualifications, the Presiding 
Examiner’s Initial Decision as rendered in this proceeding 
on August 16, 1955. 

Northern’s Exceptions to the Presiding Examiner’s 
Decision filed September 6, 1955, fully set forth the errors 
made by the Presiding Examiner. Since the Commission’s 
Order issued March 16, 1956, purports to affirm, albeit on 
an unspecified modified and qualified basis that Initial 
Decision, Northern incorporates by reference, as if speci- 
fically stated herein, its Exceptions filed thereto. 


IX. 


The Commission has acted arbitrarily and capriciously 
and discriminated against Northern in this proceeding by 
deciding Northern’s Application on standards different 
from and in a manner different than its decisions respect- 
ing other applications to sell natural gas on an interruptible 
basis for use in the generation of electric energy. 
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By Order issued December 15, 1955, In the Matter of 
Transcontinental Gas Pipeline Corporation, Docket No. 
G-1783, the Commission approved a sale to the Duke Power 
Company of natural gas for use in the generation of elec- 
tric energy. By Order issued May 20, 1955, In the Matter 
of Southern Natural Gas Company, Docket No. G-2499, 
the Commission reaffirmed an Examiner’s Decision authori- 
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zing the sale of natural gas to the South Carolina Generat- 
ing Company for use in the generation of electric energy. 
By Order issued March 22, 1956, In the Matter of Kansas- 
Nebraska Natural Gas Company, Docket No. G-9504, the 
Commission authorized a sale of natural gas to the Central 
Nebraska Public Power and Irrigation District which con- 
stituted the District’s entire fuel requirements for the 
operation of a proposed 100,000 KW generating plant to 
be located in the vicinity of Lexington, Nebraska. By Order 
issued March 22, 1956, In the Matter of Cities Service Gas 
Company, Docket No. G-1760, the Commission authorized 
an increased sale and delivery from 8,400,000 Mef to 13,- 
700,000 Mcf annually of natural gas for use in the genera- 
tion of electric energy by Kansas Gas and Electric Com- 
pany. 

These cases are not distinguishable from the instant pro- 
ceeding in any measurable or substantial degree. Since 
both coal and oil are sold in the states where the electric 
power plants referred to above are located, it is clear that 
such states are no less ‘‘fuel competitive areas’’ than is the 
State of Minnesota, which is located several hundreds of 
miles from the sources of coal supply in Kentucky and 
Illinois. All tne sales cited above will impinge in some de- 
gree upon the interests of the coal industry. All these sales 
will affect the applicants’ gas supplies in some manner. All 
these sales are direct pipeline sales made at rates over 
which the Commission has 
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no jurisdiction. Yet the Commission has certificated each 
of them and denied Northern’s proposed Black Dog sale. 
In passing it may be noted that in the Kansas-Nebraska 
case, cited above, the public hearing was held and the Com- 
mission’s Order was issued within a sapce of four days and 
in the Cities Service ease, no public hearing was held at all. 


316 


(5864) 


By contrast, Northern’s Black Dog Application has been 
pending before this Commission since April of 1954. The 
pertinent procedural history of the Black Dog case was set 
forth in the Motion to Sever in this proceeding on October 
24, 1955. 


x. 


The Commission has erred and effectively discriminated 
against Northern in denying Northern’s application to 
serve Black Dog when under the terms of Northern’s exist- 
ing FPC Gas Tariff any one of Northern’s utility customers 
can and does make interruptible sales of natural gas for 
use in the generation of electric energy without obtaining 
this Commission’s approval therefor. 

Under the terms of Northern’s existing FPC Gas Tariff, 
the Black Dog sale can be made by one or more of North- 
ern’s utility customers without obtaining the Commission’s 


approval. The Commission’s refusal thus to allow North- 
ern to make this sale effectively precludes Northern from 
doing directly, through its Peoples Natural Gas Division, 
that which its customers can do without Commission ap- 
proval. The denial of Northern’s Application herein can 
thus have no other result than an outright discrimination 
against Northern. 
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WHEREFORE, by reason of the foregoing, Northern states 
that it is aggrieved by the Commission Order issued March 
16, 1956 in this proceeding; and Northern requests the 
Commission to grant Rehearing of such Order and there- 
upon, without further hearing, to abrogate its Order of 
March 16, 1956, and issue in its stead an Order revers- 
ing the Initial Decision of the Presiding Examiner ren- 
dered in this proceeding on August 16, 1955, and granting 
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to Northern the Certificate requested in its Application in 
this Docket No. G-2409. 


Respectfully submitted, 


NortHern Natrurat Gas Company 


By: /s/ Justis R. Wotr 
Justin R. Wotr, 
One of Its Attorneys. 
Justin R. Wor 
Cuarues A. Cask, JR. 
Louise C. PowELh 
Evcene EK. THREADGILL 
1625 K Street, N. W. 
Washington 6, D. C. 


Lawrence I. SHaw 

F. Vinson Roacu 

Date TEKotste 
2223 Dodge Street 
Omaha, Nebraska 


Attorneys for Northern Natural Gas Company 


Dated this 12th day of April, 1956. 
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Comparison or Cost or Gas 
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Wirsout ann Wits Sate to Brack Dog GENERATING 


Sratrion 


COST OF GA 


Without 


S—YEAR 1955 
ith 


Sale to Sale to 
Black oe eee ae 


1. Austin, “Mountcinal ...cicnieon 976,708 
S. Coder Falls, City 60 cc cccecsesevincesonse 332,260 
3. Central Electric and Gas Co........... 8,406,980 
4. Central Natural Gas Co........000s0 277,246 
5. Coon Rapids, Town Of.......scccssvssees 51,088 
6. Council Bluffs Gas Co. cccccccsceeeceses 1,461,165 
7. Elkhorn Valley Gas Co........ccco-ssses 63,867 
8. Guthrie Center, City Of.........ccccecssee 42,225 
9. Harlan, Mumicipal  .............scscsssrsesse 89,952 
10. Interstate Power Co. ......cssscssrceeses 824,935 
11. Iowa Electric Light and Power Co. 4,988,254 
12. Iowa-Illinois Gas and 

Blecbr ie AGOe  scscechcstanceveesvesatontonee 2,197,688 
13. Iowa-Minnesota Natural Gas Co.... 154,079 
14. Iowa Power and Light Co............... 7,869,504 
15. Iowa Public Service Co.........ssssssse 8,150,882 
16. Iowa Southern Utilities Co............ 94,211 
17. Kansas Power and Light Co. (The) 389,196 
18. Omaha, Municipal  ..........cccccsccsesees 8,684,899 
19. Minneapolis Gas Co.........scssssessesees 18,248,830 
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964,708 
328,608 
8,303,147 
278,542 
50,411 
1,440,621 
62,832 
41,553 
88,214 
817,927 
4,932,117 


2,176,518 
152,063 
7,789,459 
8,066,575 
92,328 
382,615 
8,590,819 
18,020,720 


12,000 
3,652 
108,833 
3,704 
677 
20,544 
1,035 
672 
1,738 
7,008 
56,137 


21,120 
2,016 
80,045 
84,307 
1,883 
6,581 
94,080 
228,110 
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COST OF GAS—YEAR 1955 





Without With 
Sale to Sale to 
Black Dog! Black Dog Savings 
20. Minnesota Natural Gas Co........... 539,273 532,841 6,432 
21. Minnesota Valley Natural Gas Co. 3,169,433 3,132,677 36,756 
22. Owatonna, Municipal ........csocoeeee 608,656 601,456 7,200 
28. Nebraska Natural Gas Co. (The)... 779,102 769,982 9,120 
24. North Central Public Service Co.... 653,478 643,603 9,875 
25. Northern States Power Co. 
CBETRONOUE):  censescsaicnsmmremnncmnm 10,783,140 10,666,020 117,120 
26. Northern States Power Co. 
CWVERCOTEIT)  xcecccncencsnssncstetoncsnesnisane 498,165 495,997 2,168 
QT. Perider, Village OF siccccaisscscccsssssccscors 54,010 53,242 768 
28. Peoples’ Gas & Electric...........ssss 3,108,222 3,084,222 24,000 
Be, PI SO OE a crecccccecioenesstnctccintetacnens 28,408 27,904 504 
30. New Ulm Municipal............cccssssssseses 361,273 356,953 4,320 
BL. Remsen, Town Ofncccccccrcercessccsesocesessse 33,098 32,546 552 
ST og SE 5) I en er ae 42,282 41,751 531 
88. Sioux Center, Municipal .........se0 43,013 42,293 720 
34. Western States Utilities Co.........+0 417,099 411,339 5,760 
35. OGL sesssscasasminininenssnsmasmioaigianes 84,422,571 83,467,608 954,968 
36. Peoples Natural Gas Division 294,574 
37. OGD. sisssencsccadeicnniataatiaas nets 294,574 


1 SEE Ex. 14 Schedule 3, in Docket G-2505. 
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District or CoLuMBIA, ss: 


Justin R. Wotr, being first duly sworn according to law, 
says that he is one of the attorneys for Northern Natural 
Gas Company; that he has read the foregoing AppricaTIon 
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ror REHEARING and is familiar with the contents thereof; 
that he has executed the same for and on behalf of said 
company with full power and authority so to do; and that 
the facts set forth therein are true and correct to the 
best of his knowledge, information and belief. 


/s/ Justin R. Wor 
Justin R. Wolf 
(Sea) 


Subscribed and sworn to before me, a Notary Public, 
in and for the District of Columbia, this 12th day of 
April, 1956. 


/s/ Frances R. Gorpon 
Frances R. Gordon 
Notary Public 


My Commission expires March 14, 1960. 
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[Certificate of Service omitted.] 


5883 
UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 
Before Commissioners: Jerome K. Kuyxkenpatu, Chair- 
man; Cxiaupe L. Draper, Szasorn L. Dicey and Freperick 
STvEcKE. 
Docket No. G-2409 
In the Matter of 
NorrHern Natura Gas Company 
Order Granting Application for Rehearing 
(Issued May 11, 1956) 
On April 12, 1956, Northern Natural Gas Company (Nor- 
thern) filed an application for rehearing of our order 
issued herein on March 16, 1956, modifying and affirming 
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as modified the initial decision of the Presiding Examiner 
denying Northern a certificate of public convenience and 
necessity for the construction and operation of facilities 
to serve the Black Dog power generating station of Nor- 
thern States Power Company (Northern States) with 
Natural gas on an interruptible basis for use as boiler 
fuel. 

On consideration of the facts of this case, we conclude 
that the application for rehearing should be granted for 
the purpose of considering further the contentions of the 
applicant. 


The Commission orders: 
The application for rehearing of Northern Natural 


Gas Company in this case is hereby granted for such 
further proceedings as may be hereinafter ordered. 


By the Commission. 
Leon M. Fvueuvay, 
Secretary. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 
Before Commissioners: Jerome K. KuyKenpatu, Chair- 
man; Seasorn L. Dicsy, Freperick Srveck and Wm1uMm 
R. Conno.e. 
Docket No. G-2409 
In the Matter of 
NortHerN Natura, Gas Company 


Order Upon Rehearing Issuing Certificate of Public 
Convenience and Necessity 


(Issued June 30, 1956) 


This matter is before us pursuant to our order issued 
May 11, 1956, herein, granting the application for rehear- 
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ing filed by Northern Natural Gas Company (Northern) 
of our order issued March 16, 1956, herein. The proceed- 
ing arose on the filing by Northern on April 19, 1954, of an 
application under Section 7 (c) of the Natural Gas Act 
(Act) for a certificate authorizing the construction and 
operation of facilities to serve the Black Dog power gen- 
erating station of Northern States Power Company (Nor- 
thern States) with natural gas on an interruptible basis 
for use as boiler fuel. A consolidated hearing on this and 
another application was had on September 13-16, 1954, and 
thereafter the two dockets were consolidated with others. 
After further hearing, the instant proceeding was severed 
for initial decision by the Presiding Examiner. The Ex- 
aminer’s decision was issued on August 16, 1955. Sub- 
sequently, applicant filed exceptions and thereafter, pur- 
suant to motion by applicant, in accordance with our order 
issued November 23, 1955, oral argument before the Com- 
mission was had on December 15, 1955. Then, on March 


16, 1956, the Commission issued its order modifying and 
affirming as modified the initial decision of the Presiding 
Examiner denying Northern a certificate, of which Nor- 
thern filed its application for rehearing aforesaid. 


The facts of Northern’s proposal can be summarily 
stated. While the rates for direct consumer sales are 
not within the coverage of the Act, Section 7 requires a 
certificate of public convenience and necessity authorizing 
the construction and operation of facilities for the trans- 
portation or sale of natural gas subject to our jurisdic- 
tion. Northern’s proposed facilities, which are estimated 
to cost $131,000, consist of a measuring and regulating 
station and a branch line of 16-inch pipe 1.42 miles long. 
At the original hearing in 1954, annual sales of natural 
gas by Northern to Northern States were estimated at 
8,838,900 Mcf in 1955 and 13,808,400 Mcf in 1956 and 
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1957. At the subsequent hearing, annual sales were esti- 
mated at 14,400,000 Mef in 1956. 
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It is by now axiomatic that the application of the stand- 
ard of public convenience and necessity involves consid- 
eration of numerous and diverse factors of varying impor- 
tance; and that in determining whether a certificate should 
issue, we must weigh the relative importance of the several 
factors involved, as well as balance the favorable against 
unfavorable circumstances, if any. Furthermore, matters 
more conductive to the public interest may well overbal- 
ance disadvantageous circumstances of relatively lesser 
importance. These general principles are fully appli- 
cable to a proposed sale for boiler fuel. Such a sale 
should be permitted only on a positive showing that it is 
required by the public convenience and necessity. 

The Presiding Examiner determined that Northern’s 
application should be denied. In the Commission’s order 
issued March 16, 1956, the Examiner was affirmed with 
modifications. It was held that the applicant had not sus- 
tained the burden of showing that the proposed sale was 
required by the public convenience and necessity. Nor- 
thern’s application for rehearing pointed out several mat- 
ters which deserved further consideration. In addition 
to the matters contained in Northern’s application for re- 
hearing, we have reviewed the facts of record as well as 
the exceptions filed and oral argument before us. On the 
basis thereof and upon consideration of the basic re- 
quirements of public convenience and necessity, we con- 
clude that Northern has met these requirements and that 
the authorization sought should be granted. Accordingly, 
our order issued March 16, 1956, affirming the Examiner’s 
decision as modified, must be reversed. 

The Presiding Examiner’s determination that the con- 
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struction and operation of the facilities proposed by Nor- 
thern were not shown to be required by public convenience 
and necessity rests principally on considerations of gas 
supply, the price to Northern States, and claimed disad- 
vantages of the sale, including an adverse economic impact 
on certain coal producing areas in southern Illinois and 
western Kentucky. And in affirming the Examiner, the 
Commission was influenced largely by the first two factors, 
namely, general considerations relating to gas supply and 
the price at which Northern would make the Black Dog sale. 

Upon a study of the complete record and in considera- 
tion of the nature of the proposed interruptible sale, we 
now find that Northern’s gas supply as shown by the rec- 
ord is sufficient to support the authorization of the cer- 
tificate applied for. We further find that the price which 
Northern will receive for the gas is sufficient to assure a 
recovery by Northern in excess of a proper allocation of 
the cost of this transaction and the private inter- 


est which might be adversely affected by this competi- 
tive sale must yield to the public interest requiring the 
issuance of a certificate of public convenience and nec- 
essity. 
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The facts establish that the proposed authorization satis- 
fies the conventional and basic requirements of public con- 
venience and necessity. The requirements of the Black 
Dog power plant furnish an adequate demand for the serv- 
ice proposed, by Northern. The facilities proposed are 
adequate to render the service proposed, and the estimated 
costs of the facilities are reasonable. Moreover, Northern 
can finance the proposed facilities, and the proposed serv- 
ice is otherwise feasible. 

In addition, in its application for rehearing, Northern 
points out with greater certainty the benefits to its own 
operations and to its customers which will, we consider, 
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redound to the benefit of the public and which when added 
to the other circumstances of this case, outweigh such 
detriments as may accompany the proposed sale. In this 
connection, the service proposed will materially improve 
the load factor on Northern’s system. In addition, the 
service proposed will yield substantial additional revenues 
which may result in favorable effects upon Northern’s 
rates for gas sold to its present customers. Also, by 
reason of the proposed sale, Northern States will realize 
significant savings in its fuel costs, with possible bene- 
ficial effects upon its rate also. 


As to the matter of gas supply, in its application for re- 
hearing Northern calls to our attention the fact that Nor- 
thern’s position is generally no less favorable than that 
of several other companies to which we have recently 
granted authorizations of a similar character. Of course, 
Northern, like all natural-gas companies, is probably faced 
with an eventual deficiency of natural gas, but the circum- 
stances of this case afford no basis for treating Northern 
differently from others; nor do the particular facts here 
of themselves establish a present urgency of a gas supply 
problem to Northern or its customers. Furthermore, we 
ean make provision to help meet any problem which may 
arise in this regard by requiring the future curtailment of 
the use of the facilities for which authorization is sought 
if at some future time it is demonstrated to us that public 
convenience and necessity make this necessary. This con- 
dition, which of course was not contained in our earlier 
order, will, we consider, materially assist in removing the 
disadvantages that previously influenced the denial of the 
authorization, an authorization which otherwise, as de- 
tailed above, has many desirable aspects. And for the 
reasons set forth in the concurring opinion accompanying 
this order, we cannot attach to the price for the Black Dog 
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sale the weight we accorded it in our earlier order affirm- 
ing the Examiner’s decision. 

In conclusion, upon reconsideration of the entire rec- 
ord in this proceeding, we find that the construction and 
operation of the facilities proposed by Northern are re- 
quired by the public convenience and necessity and that 
claimed disadvantages including those to interests repre- 
sented by 
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fuel and labor interveners have not been sufficiently estab- 
lished; and that assuming their existence, they are out- 
weighted by the public benefits which will accrue from the 
proposed sale as hereinafter ordered and conditioned. 
Accordingly, both our order issued herein on March 16, 
1956, modifying and affirming as modified the Initial De- 
cision of the Presiding Examiner issued August 16, 1955, 
and the aforesaid Examiner’s Decision, should be reversed. 


The Commission further finds: 


(1) Applicant, Northern Natural Gas Company, a 
Delaware corporation having its principal place of 
business at Omaho, Nebraska, is engaged in the trans- 
portation and sale of natural gas in interstate com- 
merce, subject to the jurisdiction of the Commission, 
and is a ‘‘natural-gas company”’ within the meaning 
of the Natural Gas Act. 


(2) The facilities proposed to be constructed and 
operated by applicant will be used in the transporta- 
tion of natural gas in interstate commerce, subject to 
the jurisdiction of the Commission, and for the con- 
struction and operation thereof by applicant are sub- 
ject to the requirements of subsections (¢c) and (e) 
of Section 7 of the Act. 
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(3) Public convenience and necessity require that 
the general terms and conditions set forth in para- 
graphs (a), (b), (¢) (i), (¢) (iii), (¢) (iv) and (e) of 
Section 157.20 of the Commission’s Rules and Regu- 
lations [18 CFR 157.20] should attach to the cer- 
tificate hereinafter issued and to the rights granted 
thereunder, and that the time within which construc- 
tion of the facilities authorized by this order should 
be completed and placed in operation should be fixed 
at six months from the date on which this order is 
issued. 


The Commission orders: 


(A) The order of the Commission issued herein on 
March 16, 1956, modifying and affirming as modified 
the Initial Decision of the Presiding Examiner issued 
August 16, 1955, and the aforesaid Examiner’s Deci- 
sion, be and they are hereby reversed. 


(B) A certificate of public convenience and neces- 
sity be and is hereby issued authorizing Northern Na- 
tural Gas Company to construct and operate the fa- 
cilities as hereinbefore described, and as more fully 
described in the company’s application, for the trans- 
portation of natural gas subject to the jurisdiction of 
the Commission upon the terms and conditions of this 
order. 
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(C) The certificate shall be accepted in writing and 
under oath by a responsible official of applicant, and 
the general terms and conditions set forth in para- 
graphs (a), (b), (c)(i), (¢)(iii), (c)(iv) and (e) of 
Section 157.20 of the Commission’s Rules and Regula- 
tions shall attach to the issuance of the certificate 
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granted in paragraph (B) hereof, and to the exercise 
of the rights granted thereunder. 


(D) The time within which the facilities hereby 
authorized shall be constructed and placed in opera- 
tion, as provided by paragraph (b) of Section 157.20 
of the Commission’s Rules and Regulations, is hereby 
fixed at six months from the date on which this order 
issues. 


(E) The authorization granted by this certificate 
shall not preclude the Commission from requiring Nor- 
thern to curtail the use of the facilities herein author- 
ized if at some future time it is demonstrated to the 
Commission that public convenience and necessity so 
require. 

By the Commission. Chairman Kuykendall concurring. 
Commissioner Connole dissenting. 
Leon M. Fuquay, 
Secretary 


ooo 
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In the Matter of 
Docket No. G-2409 
NorTHERN Naturat Gas Company 


(Issued June 30, 1956) 


KvuyKkENDALL, Chairman, concurring: 

On reconsideration of our order issued herein on March 
16, 1956, I find that the position which I took therein is 
not tenable and must be reversed. 

In our Opinion No. 281 in Docket No. G-2217, issued 
May 20, 1955, wherein we prescribed zones for Northern’s 
system, we said: 





‘‘As previously noted, the parties opposed to zon- 
ing, including Northern, contend that an increase in 
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rates will result in the loss of industrial sales to com- 
petitive fuels by some of Northern’s customers. In 
deference to this position, Northern, in its rate filing 
of July 2, 1954, proposed no increase in the commodity 
component of its rate and instead increased only the 
demand component.” Furthermore, by such filing, 
Northern proposed the elimination of the differen- 
tial of 2 cents per Mcf heretofore added to the com- 
modity component to arrive at the rate for the pur- 
chase of ‘over-run gas,’ being volumes in excess of 
the contracted demand.” We find the evidence on 
this point of contention something less than convinc- 
ing. No evidence whatsoever in this respect was of- 
fered by Northern States Power Company, an inter- 
vener herein and an active opponent of zoning, which 
is undoubtedly the largest consumer of industrial gas 
supplied by the Northern system and certainly well 
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provided with information and data as to the costs 
of purchasing and handling other competitive fuel. 
However, the proceedings at Docket No. 2505 will 
provide a further opportunity to develop evidence 
on this point. Furthermore, experience under zone 
rates pending disposition of those proceedings will 


' 19JIn explanation, Northern states in its rate filing of July 2, 1954, 


| “In order that a favarable competitive position be maintained for 
large volume loads, it is the judgment of Northern’s management that 
the commodity charge under Rate Schedule CD-1 should not be in- 
creased at this time. Accordingly, the commodity charge has been 
retained at the present level of 22.1¢ per Mcf and the demand charge 
increased from $2.21 to $2.70 per Mcf of billing demand in order to 
recover cost of service. * * * 

| “The same considerations have led Northern’s management to pro- 
pose that the overrun price of 24.lc per Mcf in the presently effective 
R-1 Rate Schedule be reduced to 22.1c per Mcf, the same as the 
commodity charge under Rate Schedule CD-1.” 


330 


AS TS 


(5890) 


give further indication of the probable future trend 
of industrial sales of natural gas in the area served by 
Northern. All of which can be given consideration 
in the decision in the proceedings at said Docket No. 
G-2505, including the fixing of the level of rates in 
each zone. Accordingly, at this time we will permit 
Northern, if it chooses so to do, to maintain in the 
rate schedules filed pursuant to the order in this 
instant matter a uniform commodity charge through- 
out its system, and to adjust the demand component 
of the rates to provide a differential between zones of 
approximately 2.00 cents per Mef at a 70 per cent 
load factor as indicated in the tabulation last above.’’ 


This opinion clearly indicates, and undoubtedly led Nor- 
thern’s management to believe that a price not less than 
the commodity component (which is 22.1¢ per Mef) for in- 
dustrial sales of gas would be satisfactory to this Commis- 
sion—at least until the entire matter of Northern’s rates 
receives further consideration in Docket No. G-2505. 

An assurance, officially given by this Commission, 
whether to a natural gas company, or to anyone else who 
will or may act in reliance thereon, should not be sum- 
marily revoked in another proceeding, in the absence of 
clear error or changed circumstances which demonstrate 
that the paramount public interest requires it. I find no 
such error or changed circumstances here. 

My concern that direct sales should not be a burden 
on jurisdictional sales has not diminished since March 16, 
1956, when our order modifying and affirming the exam- 
iner’s decision was issued herein. All five members of the 
Commission who concurred in the language above quoted 
in our Opinion No. 281 were, I am sure, deeply concerned 
with that same problem when Opinion No. 281 was adopted 
in May 1955, and felt it had been fairly resolved. Implicit 
in this opinion is recognition of the fact that actual joint 
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costs are not precisely ascertainable, and that the allow- 
ance of a system commodity charge would be fair to all 
concerned, under the existing circumstances and at least 
for the time indicated. 

The record in Docket No. G-2217 (in which Opinion 
No. 281 was issued) contained voluminous information 
concerning costs, including classification and allocation 
thereof, revenues, and physical 
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characteristics of Northern’s system. The record of this 
case is comparatively barren in these respects. We were 
more fully advised in Docket No. G-2217 than we are by 
the record in this case. 

We should adhere to what we said in Opinion No. 281 
and follow the procedure prescribed therein. 


JEROME K. Kuykenpatu, Chairman 
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Docket No. G-2409 
In the Matter of 
NorrHern Natrurat Gas Company 


(Issued June 30, 1956) 


ConnoLe, Commissioner, Dissenting: 


I dissent from the action of the majority in reversing 
‘the prior order which affirmed, as modified, the reeommen- 
dations of the Presiding Examiner. In the enlightened self- 
interest of Northern Natural, in the best interest of the 
‘consumers of its area, and in the general public interest, 
the certificate here in question should not issue. 

The majority opinion issued March 16, 1956, in this pro- 
ceeding and my separate statement appended to it, shows 
wherein Northern Natural has failed to sustain the burden 
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of showing that this sale will be at a rate which will recover 
properly allocated costs. I need not rephrase those find- 
ings here. It is enough that they remain unrefuted by any 
part of the record including the petition for reconsideration. 


Moreover, the previously issued Opinion and Order shows 
wherein lies the risk of relying on such sales as this to fill 
off-peak voids in the face of approaching equality between 
prices of natural gas and those of alternative fuels, par- 
ticularly when costs of service make economically impos- 
sible reduction of rates to meet this inter-fuel competition. 
These conclusions neither bear repetition nor were they 
refuted in the record as now made. 


Certain other contentions raised by the petition for re- 
consideration require a comment, however, in order to 
demonstrate the fallacy of reversing the original order in 
these premises. 


Applicant argues the refusal to issue a certificate to 


Northern on the ground that we disapprove of the rate to 
be charged for the Black Dog sale, when we have no jurisdic- 
tion under the Natural Gas Act (Act) over such a sale was 
error. The recently decided case of Panhandle Eastern 
Pipe Line Company v. Federal Power Commission, C.A. 3, 
April 27, 1956, makes clear that in considering the question 
of issuing a certificate of public convenience and necessity 
for the construction or operation of facilities for the trans- 
portation of natural gas to a new customer, either direct or 
resale, we are fundamentally concerned, in the exercise of 
our authority under Section 7 (c) of the Act, with the effect 
of the issuance of a certificate on the company’s present 
service to existing customers. It follows that even though 
we have no jurisdiction over the sale itself, in evaluating 
the public convenience and necessity we likewise should 
consider the effect of the sale on such other aspects of the 
public 
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interest as are present in a given case, including the over- 
all operations of the pipeline and the effect of the ques- 
tioned sale on other customers. We have done no more in 
this case. 

Next, applicant contends that we erred in affirming cer- 
tain findings of the Examiner respecting the proposed price 
of Northern’s gas for the Black Dog sale. As ground for 
refusing to authorize a certificate for the proposed facilities 
of Northern, the Presiding Examiner found that under the 
Black Dog contract, gas would be sold at less than the com- 
modity cost of 26 cents per Mcf contained in our Opinion 
No. 281, In the Matter of Northern Natural Gas Company, 
Docket No. G-2217, issued May 20, 1955. The substance of 
this finding we affirmed, modifying it however by pointing 
out that it ‘‘is neither necessary nor desirable to determine 
in this proceeding the precise commodity cost figure of the 
gas proposed to be sold to Northern States,’’ but reiterating 
that ‘‘within the range of accuracy of a cost allocation pro- 
ceeding, this record fails to show that the sale to Northern 
States will be made at a price which will recoup costs 
properly allocable to it,” and that “Northern has therefore 
failed to show there will be measurable advantages to its 
utility customers resulting from this sale.’’ These findings 
were and remain unassailable. 

Applicant contends that we have ignored substantial 
reductions in cost of service to other customers which al- 
legedly will accrue when the net, or profits, from the pro- 
posed sale is reflected in the income statement of the Com- 
pany. 

Since Applicant treats as proved the very proposition 
we specifically found was not proved, namely that the pro- 
posed sale would be made at rates which would cover prop- 
erly allocable costs, the argument falls. Applicant’s sole 
basis for contending that our findings were defective in this 


334 





(5894) 


respect becomes the repetition of conclusions from Exhibit 
#14 which the Applicant urged on us twice and which we 
rejected, together with the irrelevant reference to the com- 
modity component of Applicant’s two-part rate. The latter 
itself is under review in Docket No. G-2505. 

A sale of the size here involved (14,400,000 Mcf per year 
in 1956) would reduce the contribution required from other 
customers only if revenues received from such sales were 
sufficient to meet not only all the costs of making such a 
sale but, in addition, to make some contribution toward 
the joint overhead burden allocable to this and other serv- 
ices. Unless this latter condition is met, not only would a 
sale below fully allocated costs fail to reduce the revenues 
needed from the remaining customers, but indeed, such a 
sale would require the exercise of the most delicate of cost 
allocations to avoid actually increasing the unit revenues 
which other jurisdictional customers would be called on to 
pay. Furthermore, though such an allocation were made, 
considerable volumes of gas would be sold at rates return- 
ing less than full costs of rendering 
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the service, thus inevitably threatening the financial in- 
tegrity and financing ability of the Company. 

In connection with the matter of cost allocation and de- 
spite Applicant’s contrary contention, we do not impose 
any requirement, ex post facto or otherwise, that every ap- 
plicant satisfy us as to its cost allocation methods in other- 
wise minor certificate proceedings. We have repeatedly 
held that there must be a ‘‘positive showing”’ to justify the 
use of natural gas as boiler fuel.* Wherever, as here, the 





1 We said at page 5 of our Opinion No. 250 and accompanying order, 
issued May 11, 1953, In the Matter of Mississippi River Fuel Corpora- 
tion, Docket No. G-1995 (reversed by order issued December 15, 
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record as made does not establish that the sale will recoup 
all costs properly allocable to that sale, it is reasonably 
evident Applicant has fallen short of the requisite positive 
showing. The Applicant must, therefore, go forward to 
the extent necessary in the circumstances of the case to 
meet the burden which rests on it. Failing to do so, it runs 
the risk of failing to meet the certificate requirements of the 
Act. 

Applicant also contends that we erred in concluding that 
considerations of conservation and of inferior and superior 
uses require the denial of a certificate authorizing North- 
ern’s proposed construction and operation, arguing that 
this is, in effect, an administrative determination of a ‘‘new 
national fuel poley’’ entered upon without a basis in evi- 
dence of record in this proceeding and respecting which 
Northern has had no opportunity to be heard. 

These contentions are without merit. We have long held 
that considerations of conservation, inferior and superior 
uses, and related matters are relevant to determining 
whether the public convenience and necessity require the 
issuance of a certificate under Section 7 of the Act. Thus, 
in Re Hope Natural Gas Company, 4 F.P.C. 59, 66 (1944), 
we affirmed the materiality of such considerations. In Re 
Memphis Natural Gas Company, 4 F.P.C. 608, 611 (1944), 
in dismissing the company’s application, we said that it was 
in the public interest that its gas resources, which were 
then somewhat depleted, be conserved insofar as possible 
for domestic, commercial and superior industrial uses. In 
Re Transcontinental Gas Pipe Line Company, Inc., 7 F.P.C. 
24 (1948), we emphasized the desirability of a gas 


1953, wherein we stated however that “We reaffirm the principles 
announced in Opinion No. 250,...”): 
We have repeatedly held that the use of natural gas as boiler fuel 
is an inferior usage and that, while it is not to be denied in all 
situations, it should be permitted only on a positive showing that it 
is required by public convenience and necessity. 
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storage program over the use of gas for boiler fuel. In 
Re Piedmont Natural Gas Corporation, 9 F.P.C. 70, 87 
(1950), we denied a request for a certificate authorizing 
pipeline operations which would have been largely devoted 
to sales for boiler fuel usage. To the same effect is Re 
Texas Gas Transmission Corporation, 10 F.P.C. 391, 400 
(1951). In our Opinion No. 250 and accompanying order, 
In the Matter of Mississippi River Fuel Corporation, 
Docket No. G-1995, issued May 11, 1953, we stated that the 
use of natural gas a boiler fuel is an inferior usage. These 
principles were reaffirmed only a few months ago in an in- 
ferior usage. These principles were reaffirmed only a few 
months ago in our order issued December 15, 1955, in Re 
Transcontinental Gas Pipe Line Corporation (On Re- 
opening), Docket No. G-1783. 


Thus there is no determination of any new policy in this 
case. There is only the application of familiar and fre- 
quently applied principles to the particular facts presented. 
Nor is there anything in law which precludes our con- 
sidering such matters as a part of the complex of public 
convenience and necessity. The administrative interpreta- 
tion of the Act embodied in the Commission decisions cited 
above, consistently applied over so many years, is entitled 
to considerable weight in determining the existence of a 
questioned agency power.’ Judicial decisions are per- 
suasive that conservation and related matters are indeed 
factors which we must consider along with other facts in 
applying the broad standard of public convenience and 
necessity.» When amendments to the Act, together with 


1Federal Trade Commission v. Bunte Brothers, 312 U.S. 349, 351- 
352; U.S. v. American Trucking Associations, Inc., 310 U.S. 534, 549. 
2See, eg., Department of Conservation of Louisiana v. Federal 
Power Commission, 149 F. 2d 746 (C.A. 5, 1945); National Coal Asso- 
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our position of record, have been before Congress, that 
body has not undertaken to overturn our interpretation of 
the Act in this respect. The implied approval of our posi- 
tion is strongly evidenced.* 

Nor can there be any valid criticism based upon a lack 
of evidence in the record of this proceeding respecting our 
interpretation of the Act, 
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since it is no new policy at all. It was arrived at as a result 
of many years spent in close contact with the changing facts 
and problems of the natural gas industry and in the daily 
administration of the Act in relation thereto. It is ex- 
perience of precisely this kind which equips administrative 
agencies with the judgment necessary to give effect to the 
broad statutory standards Congress has prescribed. See, 
€.g., National Labor Relations Board v. Hearst Publications, 
Inc., 322 U.S. 111, 120-124, 130-131. Manifestly we cannot 
properly ignore the experience thus gained. 


The alleged ‘‘permission’’ extended to Northern Natural 
to retain its 22.1 cents per Mef commodity rate component, 
referred to in the concurrence herein, by no means con- 
stituted ‘‘assurance’’ that a certificate of public convenience 
and necessity would issue for a service at rates that were 
below cost. In the first place, no finding has ever been made 
by this Commission with respect to the reasonableness of 


ciation V. Federal Power Commission, 191 F. 2d 462 (C.A.D.C., 1951); 
Federal Power Commission v. Hope Natural Gas Company, 320 U.S. 591, 
612; Federal Communications Commission v. Sanders Bros. Radio 
Station, 309 U.S. 470; National Broadcasting Co. v. U.S., 319 U.S. 190; 
New York Central Sec. Corp. v. U.S., 287 U.S. 12; U.S. v. Detroit Navi- 
gation Co., 326 U.S. 286; I.C.C. v. Railway Labor Executives Ass’n., 
315 U.S. 373. 


3 Boehm Vv. Commissioner, 326 U.S. 287, 292; Helvering v. R. J. Reyn- 
olds Tobacco Co., 306 U.S. 110, 116; U.S. v. Dakota-Montana Oil Co., 
288 U.S. 459, 466. 
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the 22.1 cents rate. Nor has a determination been reached 
that such a level is sufficient to recover properly allocated 
costs by means of that component of the rate. In point of 
fact, the Examiner’s findings were that commodity costs 
in Zone 3 were 26 cents, at the time of hearing in Docket 
No. G-2217. In the second place, any “assurance’”’ given, 
could only have been given with respect to rates subject to 
our jurisdiction. This proposed sale would be made at a 
rate not subject to our rate jurisdiction. Thus, customers 
paying filed tariff rates are protected should the proceeding 
in G-2505 again confirm what was found in G-2217, result- 
ing in a finding that a rate higher than 22.1 cents is neces- 
sary to cover properly allocated costs. Rate payers are 
not protected from the adverse effects of this sale if the 
latter be permitted at rates not shown to exceed costs. 

In substance, we found in our earlier order in this pro- 
ceeding that Northern Natural had failed to sustain the 
burden of showing that the rates at which the proposed non- 
jurisdictional sale would be made were sufficient to avoid 
casting a burden on the remainder of the customers. There 
will be no other opportunity of demonstrating this proposi- 
tion once the certificate is issued. The application for re- 
hearing fails to show any new facts or to suggest any error 
which would cure that failure. The decision should not be 
reversed. 

Wim R, Connoiz, Commissioner 
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Docket No. G-2409 


BEFORE THE 
FEDERAL POWER COMMISSION 
OF THE UNITED STATES 


In the Matter of 
NortHERN Naturat Gas ComMPANyY 


Motion for Stay 


Come now National Coal Association, United Mine Work- 
ers of America and Fuels Research Council, Inc., and file 
this, their motion for stay of the ‘‘Order Upon Rehearing 
Issuing Certificate of Public Convenience and Necessity,’’ 
issued in the above-entitled proceeding on June 30, 1956, 
and as grounds therefor, movants show as follows: 

1. Movants are preparing with diligence an Appli- 
cation for Rehearing of said order issued June 30, 
1956, and said Application for Rehearing will be 
timely filed with all possible dispatch. 


2. Said Application for Rehearing will set forth in 
detail the reversible errors infecting said order issued 
June 30, 1956, and will show that present or future 
public convenience and necessity does not require a 
grant of the authority here sought by Northern Natural 
Gas Company and granted by said order of June 30, 
1956. 


3. That said order was issued without affording 
these interveners an opportunity to be heard on the 
matters raised in issue by Applicant’s Application For 
Rehearing and which were not matters of record in this 
proceeding. 


4. Irreparable injury will be inflicted upon movants 
if said order issued herein on June 30, 1956, is not 
stayed, 
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since otherwise the Applicant in the above-entitled 
proceeding would be allowed to proceed with construc- 
tion, thereby requiring that the aforesaid Application 
For Rehearing be weighed against—not a proposed 
project—but one completed in whole or in part. That 
such injury would be irreparable is evident from the 
fact that no action at law could compensate for the 
damage aggrieving movants through the loss, to a 
competitor of coal, of the market in the form of boiler 
fuel supply here involved. 


5. Grant of a stay will inure to the benefit of Ap- 
plicant in the above-entitled proceeding by preventing 
loss through the construction of a project for which, 
movants submit, there is no sustainable authorization. 


6. This Honorable Commission has clear authority 
to issue the stay requested herein (a) as a necessary 
concomitant of its power to issue the aforesaid order 
of June 30, 1956; (b) as an incident of its quasi-judical 
powers and duties; (c) by plain implication from the 
requirements of Section 19(¢) of the Natural Gas Act; 
and (d) as a part of its express grant of authority 
under Section 16 of the Act to perform any and all 
acts and to amend its orders in any way necessary or 
appropriate to carry out the provisions of the Act. 


WHEREFORE, MOVANTS PRAY That this Honorable 
Commission (1) pursuant to Section 1.12(c) of its Rules of 
Practice and Procedure, fix 


5900 


by telegram the time allowed for filing answers to this Mo- 
tion at not more than three days; (2) stay its aforesaid 
order of June 30, 1956, until it shall have finally disposed 
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of the issues raised by the aforesaid Application For 
Rehearing; and (3) grant such other and further relief as 
it may deem appropriate in the circumstances. 


Respectfully submitted, 


McGratu and McGrars 





520 Shoreham Building 
Washington 5, D. C. 
Attorneys for National 
Coal Association, et al 
By Jerome J. McGratu 
Dated at Washington, D. C. 
July 9, 1956 
5901 


Unrrep States or AMERICA 
Districr oF CoLUMBLA, ss: 


Jerome J. McGrath, being first duly sworn according 
to law, deposes and says that he is attorney for the inter- 
veners herein, and that he is authorized on behalf of said 
interveners to make this verification; that he has read 
the foregoing Motion for Stay and is familiar with the 
contents thereof and that all averments of fact therein 
contained are true to the best of his knowledge, informa- 
tion and belief. 

JEROME J. McGratu 


Sworn to before me and subscribed to in my presence 
by the said Jerome J. McGrath, this 9th day of July, 1956. 
Notary Public, D. C. 


5902 
[Certificate of Service omitted] 
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Docket No. G-2409 


UNITED STATES OF AMERICA 
BEFORE THE 
FEDERAL POWER COMMISSION 


In the Matter of 
NortTHERN Natrurat Gas Company 


Application for Rehearing and Motion for Stay 


Come now National Coal Association, United Mine Work- 
ers of America, and Fuels Research Council, Inc., inter- 
veners in the above-entitled proceeding (hereinafter re- 
ferred to as petitioners), and, pursuant to Section 19 (a) 
of the Natural Gas Act and Section 1.34 of the Commission’s 
Rules of Practice and Procedure, file their Application for 
Rehearing of the Commission’s Order issued June 30, 1956 
and their Motion For Stay of the aforesaid Order. 


As grounds for their Application for Rehearing, petition- 
ers allege that the findings of fact contained in the Com- 
mission’s Order issued June 30, 1956 are not supported by 
substantial evidence, and that the Commission in its Order 
erred as a matter of law, acted arbitrarily and capriciously, 
and failed to provide the petitioners with due process of 
law, all as more fully set forth below. 


As grounds for their Motion For Stay, petitioners allege 
that irreparable injury will be inflicted upon them and upon 
the public interest generally if the Commission’s Order of 
June 30, 1956 in this proceeding is not stayed until this Ap- 
plication is acted upon and the proceeding finally decided 
by the Commission, all as more fully set forth below. 
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INTRODUCTION 
A. Pretiminary STATEMENT 


‘The Commission’s Order of June 30, 1956 cannot be 
sustained on court review and should be cancelled. While 
it contains a number of legal errors, which are treated 
hereinafter, there is a basic legal deficiency which requires 
threshold consideration. In essence, it is that the three 
Commissioners who voted for the issuance of the certificate 
abstained from adjudicating this proceeding on this record, 
but, instead, decided it on the basis of a conclusion reached 
in another proceeding. 

The concurring opinion establishes that the Chairman 
did not vote for the issuance of the certificate on the basis 
of the record made in this case. He relied on action taken 
by the Commission on May 20, 1955 in Docket No. G-2217, 
a wholly separate proceeding in which these petitioners 
were denied the right of full intervention. (See Commis- 
sion’s Order issued October 12, 1953 in Docket No. G-2217.) 
His position in this regard was accepted by the two other 
Commissioners who were in the majority. These two 
stated: 


‘‘And for the reasons set forth in the concurring opin- 
ion accompanying this order, we cannot attach to the 


‘1In the pages which follow, petitioners’ allegations of error are 
treated together with arguments in support thereof. In order not to 
burden the Commission unduly, petitioners have not reiterated herein 
everything that is contained in our briefs before the Presiding Exam- 
iner, as well as statements made by counsel in the oral argument before 
the full Commission on December 15, 1955. We request, however, that 
all such arguments and statements be incorporated herein by refer- 
ence. 

Throughout this Application, Northern Natural Gas Company and 
Northern States Power Company are referred to as “Northern” and 
“Northern States,” respectively. 
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price for the Black Dog sale the weight we accorded 
it in our earlier order affirming the Examiner’s de- 
cision.’’ (p. 3) 
Thus, the Commission’s June 30, 1956 order of approval is 
based on 
5912 


action it took in a rate proceeding involving jurisdictional 
sales and in which these petitioners were denied the right 
to be fully heard. Clearly, this is a denial of due process 
and legal error. 

The opinions issued on June 30 make clear that the Com- 
mission has failed to make the necessary findings to support 
the granting of the certificate. Only two Commissioners 
have expressed themselves as concluding that a sufficient 
showing has been made that public convenience and neces- 
sity require issuance of the certificate. Thus, on the pivotal 
price-cost allocation issue, only two Commissioners found 
in the June 30, 1956 opinion ‘‘that the price which Northern 
will receive for the gas is sufficient to assure a recovery by 
Northern in excess of a proper allocation of the cost of the 
transaction ***.’’ (p. 2)? The Chairman left unmodified 
the finding made by him on March 16, 1956 in his opinion 
concurring in denial at that time that— 


«* * * T am unable to determine, from the record, that 

. the revenues which would be derived from this sale 
are adequate to recover the costs which would properly 
be allocable thereto.” 


As a matter of fact, in his June 30 concurring opinion, the 
Chairman states again that “the record of this case is com- 
paratively barren’’ with respect to ‘‘information, concern- 
ing costs, including classification and allocation thereof, 
revenues, and physical characteristics of Northern’s sys- 
tem’’. (pp. 2-3) 


2 As will be shown hereinafter, even those findings are without any 
basis in the record of this proceeding. ; 
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The Chairman reasoned that so long as the price to 
Northern States was not less than 22.1 cents. the Com- 
mission was obligated not to determine whether or not it 
would return its properly allocated cost ‘‘at least until the 
entire matter of Northern’s rates receives further con- 
sideration in Docket No. G-2505”. (p. 2)° 

Accordingly, we have a situation where there is an even 
split between the four participating Commissioners on a 
vital issue. In view of this even balance, there is no legal 
basis for revising the order of denial of March 16, 1956 
bottomed on the findings of three Commissioners that the 
price for which the gas is to be sold would not return prop- 
erly allocated costs. Indeed, the only finding which has 
been made by the Commission as to the properly allocated 
commodity cost, arrived at in Docket G-2217, affirmatively 
shows that that cost is in excess of the price under con- 
sideration. In Docket G-2217, the Commission found that 
such cost was 26 cents per Mef,‘ and in this proceeding 
Northern has never claimed a revenue yield in excess 
of 2314 cents per Mef. 


5914 


While the errors of law underlying the June 30 orders 
are basic and several, its fundamental inadequacy stems 
from (1) the fact that the Commission in a certificate case 
involving a non-jurisdictional gas sale predicates its ap- 
proval on the temporary permission it granted, in a rate 





It is respectfully submitted, for reasons to be set forth herein, that 
the Chairman erred in his assumption. Additionally, however, the fact 
is that the entire record in Docket No. G-2505 was certified to the 
Commission on July 3, 1956, three days after the date of the latest 
Commission Order and Opinion in the instant case. 


'4On July 9, 1956, the United States Circuit Court of Appeals for 
the Eighth Circuit approved the Commission’s essential findings in 
Docket No. G-2217 (Case Nos. 15,412 and 15,424). 
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case involving jurisdictional sales, to charge a commodity 
rate for such sales less than the properly allocated cost, and 
(2) the fact that only two Commissioners have purported, 
in part, to make the findings, required by Section 7(e) of 
the Act, on the basis of the record in this proceeding. 

Without more, the Commission should set aside its order 
pending the making of findings on the pivotal issues on this 
record by a majority of the participating Commissioners. 
The necessary affirmative findings cannot lawfully be made 
on the basis of the instant record. Furthermore, even if the 
Commission could lawfully go outside of this record and 
rely on the record made in Docket No. G-2505, it could reach 
no conclusion other than that the proposed price will not re- 
turn properly allocated cost.° 

Pending its further consideration, however, the Com- 
mission must of necessity cancel the authorization to North- 
ern granted on June 30. 

5915 
B. History or PRrocreprnes 


This is a certificate proceeding in which the applicant, 
Northern Natural Gas Company, seeks authorization to 
construct facilities to serve the Black Dog Lake generating 
station of Northern States Power Company with natural 
gas on an interruptible basis. The gas would be used as 
boiler fuel in this plant of Northern States located on the 
Minnesota River, south of Minneapolis. 

On June 30, 1956, the Commission reversed its March 16, 
1956 denial of Northern’s application for a certificate of 





5 Petitioners wish to make it clear that the only matter in Docket No. 
G-2505 that could be relevant to this proceeding is a determination of 
the properly allocable commodity cost for Northern’s deliveries in Zone 
3 where the Black Dog plant is located. Whatever commodity rates the 
Commission may permit for jurisdictional sales are by no means binding 
insofar as the adequacy of the price to be charged on non-jurisdictional 
transactions where the issue of public convenience and necessity is 
involved in a certificate proceeding. 
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public convenience and necessity. In its March 16, 1956 
order of denial, this Commission approved with minor 
modifications the result reached by the Presiding Examiner 
in his initial decision issued August 16, 1955 that— 
‘‘This is a case in which a sale is proposed to be made, 
but in the Examiner’s view ought never to be per- 
mitted to be made, at less than commodity cost; where 
Applicant’s other customers would be forced, if the 
application is granted, to shoulder a portion of the 
commodity cost, creating unreasonable preference and 
discrimination between types of customers; where con- 
servation of natural gas should be controlling; where 
coal is readily and economically available and now in 
use in the Black Dog plant; and where factors are 
present which more than counterbalance claimed bene- 
1 to Applicant and Northern States * * *” (pp. 17- 
The June 30, 1956 action of reversal was taken on the 
basis of Northern’s application for rehearing to which 
petitioners were not permitted to reply under the Commis- 
sion’s rules, and without further hearing or oral argument. 
This is particularly pertinent in this case because no notice 
was given to the parties prior to the issuance of the June 
30, 1956 Order and Opinion that the Commission regarded 
the alleged ‘‘assurance’’ given Northern in Docket No. G- 
2217 as controlling in this proceeding. 


5916 
I. 
Analysis Of The Proceedings 
A. Tue Marcu 16, 1956 Orper anp OPprnion 


In its action of denial on March 16, 1956, affirming the 
initial decision of the Presiding Examiner, the Commission 
found that the: 


“«* * * facts of record * * * establish that claimed ad- 
vantages of the authorization sought by Northern to 
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the extent any advantages have been established by 
applicant, are outweighed by the detriments to the 
public therefrom; that Northern has not made the 
positive showing required to justify the authorization 
sought; and that the construction and operations pro- 
posed are not required by the present or future public 
convenience and neessity.’’ (p. 4) 


B. Tue June 30, 1956 Orper anp Opinion 


The June 30, 1956 Order and Opinion of approval offers 
generally phrased conclusions in lieu of the specific find- 
ings of the Commission’s earlier Order and Opinion of 
denial. The current Order and Opinion is to be searched 
in vain for a single factual finding that Northern has ad- 
duced in this proceeding and on this record the requisite 
‘*positive showing.’’ 


1. The price-cost evidence. 


Both the Presiding Examiner and the Commission ini- 
tially found that the proposed sale to Northern States 
would benefit neither Northern nor its customers. This 
finding was required because the record, in the words of 
the Commission in its March 16, 1956 opinion, ‘‘fails to 
show that the sale to Northern States will be made at a 
price which will recoup costs properly allocable to it.’’ 


(p. 3) 
5917 


The essence of this finding is also contained in the con- 
curring opinion of the Chairman who said that he was 
‘‘ynable to determine, from the record, that the revenues 
which would be derived from this sale are adequate to 
recover the costs which would be properly allocable there- 
to.”’ 

In its summary reversal of June 30, 1956, two members 
of the Commission found ‘‘that the price which Northern 
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will receive for the gas is sufficient to assure a recovery 
by Northern in excess of a proper allocation of the cost of 
this transaction * * *’’. (p. 2) But this record fails to 
show the allocable cost of the proposed sale. The fact is 
that Northern never attempted to prove it, and the find- 
ings of fact requested by it did not even ask this Com- 
mission to find that the proposed sale would recover the 
costs properly allocable thereto. 

It should be made erystal clear that the current state- 
ment that the price at which Northern is to sell gas to 
Northern States is sufficient to recover the properly allo- 
cable cost of the sale has the support of only two of the 
five members of this Commission. Chairman Kuykendall’s 
concurrence makes it clear that he does not concur in this 
expression. Indeed, he clearly states the contrary. He 
finds that—— 


“The record in Docket No. G-2217 (in which Opinion 
No. 281 was issued) contained voluminous information 
' eoncerning costs, including classification and alloca- 
tions thereof, revenues, and physical characteristics of 
Northern’s system. The record of this case is com- 
| paratively barren in these respects. We were more 
fully advised in Docket No. G-2217 than we are by the 
record in this case.’ (Emphasis added) (pp. 2-3) 


The basis of Chairman Kuykendall’s concurrence is Opin- 
ion No. 281 which he treats as an ‘‘assurance’’ to Nor- 
thern that a price of not less than the commodity com- 
ponent of 22.1 cents per Mef for 
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industrial sales of gas to jurisdictional customers ‘‘would 
be satisfactory to this Commission.’’ (p. 2) 

This much is clear. There was no cost determination in 
this proceeding. The three Commissioners who voted for 
the reversal of their earlier Order relied on the alleged 
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‘‘assurance’’ to Northern in another proceeding, Docket 
G-2217, involving Northern’s jurisdictional sales and in 
which these petitioners were denied full intervention and 
participation.® Under the pertinent provisions of the Na- 
tural Gas Act and the Administrative Procedure Act, the 
Commission’s current determination must stand or fall 
on the record made in this proceeding, and not on one in 
which petitioners were denied intervention. To hold other- 
wise would deny to petitioners the right of a full and fair 
hearing and deprive them of due process.’ 


5919 


Finally, even though three members of this Commission 
did rely on the “assurance’’ given Northern in Docket G- 








6 See Commission’s Order issued October 12, 1958 in Docket No. G-2217. 
In that docket these petitioners sought full intervention. Northern filed 
“an answer and objections to said joint petition of intervention.” The 
Commission’s Order states, in part (p. 2): 


“The Commission finds: 

These petitioners have not shown that they have an interest in 
these proceedings of such nature that their participation in these 
proceedings as interveners and parties hereto is or may be in the 
public interest, or that other good cause exists for the granting of 
their petition. 










The Commission orders: 

(a) The said joint petition for leave to intervene be and it hereby 
is jointly and severally denied; provided, however, that said peti- 
titioners may participate in the hearing in these proceedings to the 
extent of rendering a statement relevant and material to the issues 
herein and may also make oral argument, if argument is herein- 
after ordered to be heard, and file briefs upon such issues.” 









7 See March 16, 1956 dissenting opinion of Commissioners Digby and 
Stueck in this proceeding wherein they stated: “The first mandate is 
that we must find the facts enumerated if they have been shown * * * 
by the record. We are bound and limited to the record. We must find 
what is shown by the evidence. * * * We are convinced that the man- 
date of Congress will be violated if we fail and refuse to base our 
action strictly and solely on finding the statutory facts shown on the 


hearing record.” (pp. 1-2). 
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2217, the cold fact is that the Commission noted in its March 
16, 1956 Opinion ‘‘that under the Black Dog contract gas 
would be sold at less than the commodity cost of 26 cents 
per Mef contained in our Opinion No. 281 ***.” (p. 3) 

The foregoing are important considerations in this pro- 
ceeding. As Commissioner Connole noted in his March 16, 
1956 concurrence, ‘‘boiler fuel sales’’ in fuel-competitive 
areas in “attempting to make low-load factor, high-volume 
sales more profitable’? are of ‘‘doubtful wisdom.’’ (p. 1) 
Any sale of natural gas “below cost’’, he states, is ‘‘of 
transitory benefit regardless of load factor effects,” call- 
ing for ‘‘a meticulous and critical examination of any cost 
figures introduced in a proceeding such as this.’’ (p. 4) He 
observed that the “problems faced by Northern and other 
pipelines in fuel-competitive areas distant from producing 
areas will be aggravated, not solved, by dependence on the 
illusory benefits of uneconomic sales such as the one pro- 
posed.’’ (p. 7) The ‘‘responsibility of this Commission” 
is, according to Commissioner Connole, ‘‘to prevent the 
waste of this valuable resource in pursuit of this economic 
will-of-the-wisp.” (p. 7) 


2. Gas Supply 


As to the critical issue of gas supply, there can be little 
doubt but that the Commission in its June 30, 1956 Order 
and Opinion erred in finding that “Northern’s gas supply 
as shown by the record is sufficient to support the authori- 
zation of the certificate applied for”. (p. 2) 

Both the Presiding Examiner and this Commission 
initially found that Northern is faced with a gas supply 
problem. As the Presiding Examiner found, even if North- 
ern were content to supply no 
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additional requirements, it is ‘‘faced with a deficiency, on 
a peak day basis, commencing in the sixteenth year”. (p. 
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4)* Nor did Northern make any attempt in this record to 
demonstrate the extent to which the granting of its appli- 
cation would increase its need for additional reserves be- 
yond 1956. On the other hand, the coal reserves available 
to serve the Black Dog plant are enormous. (Ex. 26; Tr. 
368, 398-399) 


These facts, considered in the light of Northern’s exist- 
ing applications to extend and explan its system into new 
markets in Minnesota, Wisconsin and South Dakota make 
clear that, in this proceeding, Northern has made no show- 
ing that it has adequate reserves to render the proposed 
service to Northern States without impairing its ability to 
meet its other requirements. The prematurity and futility 
of approving Northern’s application at this time is under- 
scored by this Commission’s own Order of September 27, 
1954 in this proceeding wherein it stated: 


‘It appears from the record in Docket Nos. G-2409 


and G-2491, and from Northern’s other certificate ap- 
plications now on file with the Commission, that 
Northern presently depends on the sources of gas 
shown in Docket Nos. G-2409 and G-2491 for its gas 
supply to support the new services proposed in its 
various pending certificate applications. As a con- 
sequence, all of Northern’s pending applications, de- 
pending as they do on Northern’s gas supply, are 
closely interrelated; and a favorable decision on any 
of the pending applications, including Docket Nos. G- 
2409 and G-2491, might prejudice our later action on 
the applications which have not been heard.’’ (emphasis 
added) 


8 Indeed, the remaining life of the proven natural gas reserves of the 
United States was 32.5 years at the end of 1946, 23.0 years at the end 
of 1958 and 22.5 years at the end of 1954. (Ex. 31; see also p. 2, fn. 
2, of the Commission’s Order and Opinion of March 16, 1956 in this 
proceeding. 
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The “other certificate applications’’ referred to by the 
Commission have either not yet been fully heard by the 
Commission or are awaiting decision. 


It is no answer for this Commission to provide, as it did 
in its Order of June 30, 1956, that Northern’s certificate 
shall contain a condition prmitting the Commission to cur- 
tail the use of the authorizd facilities at ‘‘some future 
time’’ if required by the public convenience and necessity. 
(p. 5) Northern’s application in this proceeding must stand 
or fall on this record—not one made at some future date 
when the injury to the public interest will already have 
been inflicted and when no remedy will be available to re- 
move it. The complete anwer to the conditional grant to 
Northern is clearly stated in the June 30, 1956 dissent of 
Commissioner Connole wherein he pointed out that North- 
ern failed to show that the rates at which the non-jurisdic- 
tional sales would be made are sufficient to avoid casting 
a burden on the remainder of its customers and that— 


‘‘There will be no other opportunity of demonstrating 
this proposition once the certificate is issued.’’ (p. 5) 


Nor can any comfort be gained from the Commission’s 
current finding that ‘‘the services proposed will materially 
improve the load factor on Northern’s system.’’ (p. 3) 
The Presiding Examiner recognized that while high load 
factors may be generally economically desirable objectives, 
the record does not demonstrate that either Northern’s 
wholesale customers or consumers would benefit from this 
situation. (p. 15) He also found Northern’s present load 
factor “not sufficiently low to be a disturbing factor’’ and 
a decreasing load factor ‘‘is the expected and natural 
aftermath of rapid expansion to meet peak day demands.” 


(p. 15) 
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The short answer to Northern’s complaint regarding 
its load factor is the Presiding Examiner’s finding that 
Northern is presently seeking to test and develop under- 
ground gas storage facilities, the successful development. 
of which would tend to balance the loads on its system and 
conserve gas for the use of the public generally during 
periods of peak demand. (p. 15) That application is still 
pending (Docket No. G-2460), temporary authorization 
recently having been granted to Northern. 


It was, of course, for all of these reasons that the Com- 
mission found in the Opinion accompanying its March 16. 
1956 Order of denial that “the benefits which it is said the 
proposed sale would yield including *** and improvement 
in Northern’s system load factor *** are relatively meagre 
and uncertain of realization.’” 


3. Conservation 


The Commission erred in failing to find and conclude 
that the congressional mandate which inheres in Section 
7 (e) of the Natural Gas Act requires it to prohibit the use 
of natural gas as boiler fuel where, as here, the applicant 
has failed to make a ‘‘positive showing’’ that such use is 
required by public convenience and necessity. As the Pre- 
siding Examiner found, this ‘‘is a case *** where conserva- 
tion of natural gas should be controlling.’’ (p. 17) 


The “heart’’ of the issue in cases such as these ‘‘is the 
elusive, exhaustible, and irreplaceable nature of natural 
gas itself’? which “the 


® Petitioners’ initial brief dated June 28, 1955 (pp. 5-9) and its reply 
brief dated July 12, 1955 (pp. 1-5) contain a full presentation regard- 
ing Northern’s load factor and that material is incorporated herein by 
reference. 
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wealth of Midas and the wit of man cannot produce or re- 
produce ***.’° This Commission has heretofore averred 
the importance of such considerations. Both of the earlier 
decisions in this proceeding reaffirmed what the Commission 
has ‘‘repeatedly held”—‘‘that the use of natural gas as 
boiler fuel is an inferior usage and that *** it should be 
permitted only on a positive showing that it is required by 
public convenience and necessity.’”™ 

There can be little doubt as to the sweep of the Commis- 
sion’s obligation and responsibility under Section 7 (e) of 
the Natural Gas Act. In the landmark Hope case, supra, 
the Supreme Court flatly held (320 U. S. 591, 612, 616-617) : 


‘When it comes to cases of * * * extensions of facilities 
or service, we may assume that, apart from the express 
exemptions contained in §$ 7, considerations of con- 
servation are material to the issuance of certificates 
of public convenience and necessity. *** 

“The act of February 7, 1942, by broadening § 7, gave 
the Commission som? additional authority to deal with 
the conservation as‘)ects of the problem.” 


Against the background of a host of prior findings of 
denial in its March 16, 1956 Order and Opinion,” the Com- 
mission in its 


10 See Federal Power Commission v. Hope Natural Gas Company, 
$20 U.S. 591, 629. 


11 See p. 14 of initial decision of Presiding Examiner and p. 2 of Com- 
mission’s Order of March 16, 1956, citing In the Matter of Mississippi 
River Fuel Corporation, Opinion No. 250, Docket No. G-1955, issued 
May 11, 1958, p. 5. 


12 See, e.g., pp. 2-4 of the Commission’s order of March 16, 1956 where- 
in it was found: “Northern has fallen short of the positive showing re- 
quired * * *”; the proposed sale “would aggravate the gas supply 
problem * * *”; the benefits to Northern, its utility customers and 
Northern States “are relatively meagre and uncertain of realization”; 
the “record fails to show that the sale to Northern States will be made at 
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June 30, 1956 Order and Opinion pays little heed to its 
prior admonitions that boiler fuel sales should be per- 
mitted only on a “‘positive showing.” The June 30, 1956 
Order and Opinion is to be searched in vain for a single 
finding that Northern has made in this proceeding the re- 
quisite ‘‘positive showing.’’ As to gas supply, the Com- 
mission states merely that Northern is ‘‘probably faced 
with an eventual deficiency” and relies on authorizations 
granted in other proceedings involving factual circum- 
stances not disclosed on this record. ((p. 2-3) As to the 
additional revenues which the proposed service will yield, 
the Commission could do no more than find that such 
revenues “may’’ result in favorable effects upon North- 
ern’s rates for gas sold to its present customers (p. 3). 

The Commission has not properly weighed “the relative 
importance of the several factors involved” (p. 2). This 
case involves a proposed boiler fuel sale. It is a sale which, 
in the Commission’s own language, is one of “inferior 
usage.” It is proposed to be made in a proceeding where 
the boldest assertion by Northern as to its gas supply is 
limited to the claim that Northern is not in much worse 
condition than some other pipe-line companies. It involves 
a gas sale to a plant now consuming ‘‘coal readily and 
economically available to meet the Black Dog plant’s fore- 
seeable fuel demands °**’’. (p. 3 of Opinion of March 16, 
1956.) 

Under these circumstances, the Commission erred in not 
finding and concluding that, in this proceeding, Section 7 
(e) of the Natural Gas Act imposed upon it the duty, re- 
sponsibility and obligation to give determinative and con- 
trolling weight to the issue of conservation. 


a price which will recoup costs properly allocable to it”; Northern has 
“failed to show there will be measurable advantages to its customers 
* * *#”- Northern presentation “is further deficient by reason of the 
failure to present an appropriate and acceptable method of cost alloca- 
tion.” 
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4. Other Benefits 


Nor is there any basis in this record for the Commission’s 
current position that ‘‘Northern States will realize signi- 
ficant savings in its fuel costs with possible beneficial effects 
on its rates also’’. (p. 3) The facts of record are to the 
contrary.* They support the Commission’s March 16, 1956 
finding that ‘‘claimed savings to Northern States in fuel 
costs, are relatively meagre and uncertain of realization.” 
(p. 3) This initial finding was bottomed on the careful 
analysis of the Presiding Examiner who, with reference to 
Northern’s claim that the Black Dog plant would achieve a 
saving in fuel costs in excess of $200,000 per year, found 
that such ‘‘prospective saving is, to say the least, highly 
speculative in view of the fact that it is based upon the 
relative prices of coal and gas in the future.” (p. 16) This 
finding, in turn, was based on the testimony of Northern’s 
Witness Newlands. As the Presiding Examiner found in 
his August 1, 1955 report: 


“This witness further testified that Applicant’s ‘costs 
are rising continually all the time. So any rate is going 
to be temporary.’ ‘Negotiations are now underway, 
for instance, for additional gas at prices well in ex- 
cess of the average price included in Docket No. G- 
2505. We hope to get that gas. It will increase the 
cost.’’’ (emphasis added) (p. 12) 


The fact is, as this record demonstrates and as the Pre- 
siding Examiner found, gas withdrawn by Northern from 
sources presently attached to its system ‘‘can only be re- 
placed from other sources at substantially higher prices, 
and the probability is that if the present upward trend of 
field prices continues, the greater the withdrawal the higher 
will be the price paid for said replacement gas.”’ (p. 5 





13 See Initial Brief of these petitioners, dated June 28, 1955, pp. 10-11. 
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He deeemd this ‘‘a factor of considerable importance,’’ be- 
cause Northern ‘‘proposes to sell boiler fuel gas’’ to Nor- 
thern States not only below its present commodity cost, but, 
in no event, over 25 cents per Mef. (pp. 5-6). He also ob- 
served that the contract between Northern and Northern 
States was of ‘‘indefinite duration.” (p. 7) 

It is also to be recalled, as the Presiding Examiner 
found, that Northern’s president characterized its prin- 
cipal competitor for gas supply as ‘‘tough competition’’ 
and that at the time of hearing, the president considered 
a price of approximately 3014 cents per Mef for Canadian 
gas as comparing ‘‘favorably with any other price that 
could be obtained for similar gas delivered under similar 
circumstances.’’ (pp. 5-6) 

It is difficult, therefore, to understand the basis of the 
Commission’s present statement, even conditioned as it is, 
that the service proposed ‘‘may result in favorable effects 
upon Northern’s rates for gas sold to its present custom- 
ers.” (p. 3) In the words of Commissioner Connole in 
his June 30, 1956 dissent, in the ‘‘enlightened self-interest 
of Northern Natural, in the best interest of the consum- 
ers in the area, and in the general public interest, the cer- 
tificate here in question should not issue.’’ (p. 1) 


5. The injury to coal. 


On March 16, 1956, this Commission found that ‘‘a per- 
suasive showing has been made of the adverse impact of 
the sale on economic conditions in areas supplying coal for 
the Black Dog plant.’’ (p.2) In the light of this finding, 
these petitioners are at a loss to understand the Commis- 
sion’s most recent assertion that ‘‘claimed disadvantages”’ 
of the proposed facilities 





‘*including those to interests represented by fuel and 
labor interveners have not been sufficiently established ; 
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and that assuming their existence, they are outweighted 
by the public benefits which will accrue from the pro- 
posed sale ***.’’ (pp. 3-4) 
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The facts of record cannot support this current finding of 
the Commission. 

As the Presiding Examiner found, in 1955 ‘‘the Black 
Dog plant would need approximately 560,000 tons of coal to 
méet its requirements and approximately 880,000 tons for 
the years 1956 and 1957 without natural gas;’’ the ‘‘coal 
used in the plant is produced in southern Illinois and west- 
ern Kentucky ;’’ the ‘‘record supports the well-known fact 
that because there has been a lack of demand for coal, its 
production has fallen off to a degree that the industry is 
in|need of such relief as can be afforded in appropriate 
circumstances, as it can here by the denial of the pend- 
ing application;’’ and that ‘‘clearly the situation would 
be worsened by a further reduction in the production of 
coal in those areas’’ (pp. 16-17). 

The record shows that based on the estimated deliveries 
to the Black Dog plant for the twelve-month period ending 
December 31, 1956, more than 663,000 tons of coal would 
be displaced. This would result in a loss to the coal and 
related industries of almost four million dollars.* (Tr. 
305-306, 2831.) Between 1951 and 1954, there was a loss 
in the Belleville district of southern Illinois of almost 21% 
million tons of production, sixty-nine days of running time 
and approximately a 30 per cent reduction in employees. 
(Tr. 357; Ex. 18) In 1953 and the first six months of 1954, 
ten large mines in Illinois have closed. (Tr. 361; Ex. 20) 
Had there been a demand for coal they would have con- 
tinued in operation. It is doubtful that it would ever be 





14 For a complete discussion of the injury which the proposed facili- 
ties would inflict on these petitioners, see pp. 12-15 of our initial brief 
dated June 28, 1955, which is incorporated herein by reference. 
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practicable for these mines to reopen. Even in a national 
emergency, it would take several years to restore full pro- 
duction. (Tr. 362-364) 

The same is true in western Kentucky. Between 1950 
and 1953, that area lost 314 million tons of production and 
the average number of men employed dropped from 10,562 
in 1950 to 7,111 in 1953. (Tr. 386-387; Ex. 22) 

Respectfully, we submit that this Commission’s state- 
ment that injury to coal has not been ‘‘sufficiently estab- 
lished’’ is not sustainable on the record. 


5929 
Ii 
SPECIFICATIONS OF ERROR 


A. The Commission erred as a matter of law in re- 


versing the Order and Opinion of the Commission issued 
on March 16, 1956, modifying and affirming as modified the 
initial decision of the Presiding Examiner issued August 
16, 1955. 


B. The Commission erred as a matter of law in ordering 
the issuance of a certificate of public convenience and ne- 
cessity to Northern. 


C. The Commission’s Order and Opinion of June 30, 
1956 is invalid and unlawful because it is not based on 
the evidence of record in this proceeding. The Commis- 
sion authorized the issuance of a certificate of public con- 
venience and necessity for the construction of additional 
facilities to service a non-jurisdictional sale without mak- 
ing any determination of, and finding on, whether the 
price which the applicant will receive for the gas is suffi- 
cient to assure a recovery by it in excess of a proper al- 
location of the costs of the transaction. Instead, it author- 
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ized the issuance merely because the proposed price in 
this proceeding is not less than that which the Commission 
temporarily permitted the applicant to charge for juris- 
dictional sales in a separate proceeding. In the separate 
proceeding, Docket No. G-2217, these petitioners were de- 
nied full intervention, the right to cross-examine witnesses 
and to submit evidence. As a result, the Commission has 
not accorded petitioners due process of law and has vio- 
lated the pertinent provisions of the Natural Gas Act and 
the Administrative Procedure Act. 


‘D. The Commission’s Order and Opinion of June 30, 
1956 is invalid and unlawful because only two of the four 
participating Commissioners made findings on the critical 
issues of whether the 
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price which Northern will receive for the gas is sufficient 


to assure a recovery by it in excess of a proper allocation 
of the cost of the transaction and whether the public in- 
terest will be served thereby. 


E. The Commission’s Order and Opinion of June 30, 
1956 is invalid and unlawful because the Commission based 
its decision on its view that the ‘‘assurance’’ granted ap- 
plicant in another proceeding (Docket No. G-2217), as to 
the price at which applicant might temporarily make juris- 
dictional sales, was controlling with reference to a non- 
jurisdictional sale in this certificate proceeding ‘‘in the 
absence of clear error or changed circumstances which 
demonstrates that the paramount public interest requires 
it.”’ (p. 2 of Chairman Kuykendall’s concurrence of 
June 30, 1956.) No notice was given to the parties prior 
to the June 30, 1956 Order and Opinion that the Commis- 
sion regarded such ‘‘assurance’’ as controlling in this 
proceeding. If, on reconsideration, the Commission should 
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continue to adhere to its position—and we submit that it 
may not lawfully—the record should be reopened and the 
petitioners should be accorded the opportunity for a full 
hearing so that a proper record can be made with refer- 
ence to the factual justification, if any, for applying such 
temporary permission in the disposition of the issues 
raised in this certificate proceeding. 


F. The Commission erred in failing to find and conclude 
that Northern’s presentation in this proceeding did not 
conform to the standard of positive showing that is re- 
quired under Section 7 (e) of the Natural Gas Act. 


G. The Commission erred in treating injury to the 
coal industry and the conservation of natural gas re- 
sources merely as protective of private and not public 
interests in certificate cases under Section 7 (e) of the 
Natural Gas Act. 
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H. The Commission erred in failing to find and conclude 
that the Congressional mandate which inheres in Section 
7 (e) of the Natural Gas Act requires it to prohibit the 
use of natural gas as boiler fuel where, as here, the 
applicant has failed to make a ‘‘positive showing’’ that 
such use is required by the public convenience and ne- 
cessity. The Commission erred in failing to give ‘‘deter- 
minative weight’’ in this proceeding to matters of conser- 
vation. The Commission erred in failing to find, as the 
Presiding Examiner found, that this ‘‘is a ease * * * 
where conservation of natural gas should be controlling.’’ 


I. The Commission erred in issuing an Order and Opin- 
ion which is not supported by the ‘‘substantial evidence’’ 
of record as required by the pertinent provisions of the 
Natural Gas Act and the Administrative Procedure Act. 
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J. The Commission erred in finding and concluding that: 


1. Northern’s gas supply is sufficient to support the 
authorization of the certificate applied for. 


2. The price which Northern will receive for the 
gas is sufficient to assure a recovery by Northern in 
excess of a proper allocation of the cost of the trans- 
action. 


3. Northern demonstrated in its application for re- 
hearing that the proposed service will result in bene- 
fits to its own operations or to its customers, and that 
such benefits will redound to the benefit of the public 
and outweigh such detriments as may accompany the 
proposed sale. 


4. The service proposed will materially improve the 
load factor on Northern’s system. 
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5. The service proposed will yield substantial ad- 
ditional revenues which may result in favorable ef- 
fects upon Northern’s rates for gas sold to its present 
customers. 


6. Northern States will realize significant savings 
in its fuel costs with possible beneficial effects upon 
its rates also. 


7. Northern’s position as to gas supply is generally 
no less favorable than that of several other companies 
to which this Commission recently granted authoriza- 
tions of a similar character, and the circumstances of 
this case afford no basis for treating Northern dif- 
ferently from others. 


8. The record establishes no present urgency of a 
gas supply problem to Northern or its customers. 
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9. The ‘‘claimed disadvantages’’ of the proposed fa- 
cilities ‘‘including those to’’ petitioners ‘‘have not been 
sufficiently established; and that assuming their exist- 
ence, they are outweighed by the public benefits which 
will accrue from the proposed sale * * *.’’ 


10. The construction and operation of the facili- 
ties proposed by Northern are required by the public 
convenience and necessity. 


K. The Commission erred in failing to find and conclude 
that: 


1. The detriments to the public which would result 
from authorizing Northern’s proposed facilities out- 
weigh such benefits as might flow therefrom. 


2. The sale to Northern States would aggravate 
Northern’s gas supply problem in these days of di- | 
minishing gas reserves and increasing demand. 


3. The record lacks the evidence necessary for this 
Commission to evaluate the future effects on Nor- 
thern of the proposed sale in creating a need for ad- 
ditional reserves. 
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4. The record demonstrates conclusively the ad- 
verse impact of the proposed sale on economic condi- 
tions in areas supplying coal for the Black Dog plant. 


5. While there is an abundance of coal readily and 
economically available to meet the Black Dog plant’s 
foreseeable fuel demands, the same cannot be said of 
natural gas; and the same is true elsewhere through- 
out the Nation. 


6. The limited quantities of natural gas contrasted 
with the enormously more abundant supplies of coal 
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have important implications for the public interest 
which the Commission cannot ignore in passing upon 
a proposed boiler fuel sale. 


7. On this record, the benefits the proposed sale 

- would yield, including possible additional revenues 

which might accrue to the benefit of Northern’s utility 

customers, an improvement in Northern’s system load 

factor, and claimed savings to Northern States in fuel 

costs, are either non-existent or relatively meagre and 
uncertain of realization. 


8. The record in this ease is deficient in that it fails 
to show that the sale to Northern States will be made 
at a price which will recoup costs properly allocable 
to it. 


9. No other sale is made by Northern at a price not 
clearly shown to be greater than the cost properly al- 
locable to the sale. 
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10. Northern has failed to show that there will be 
measurable advantages to its utility customers result- 
ing from this sale. 


11. As to improvement in Northern’s load factor, if 
the price at which the proposed sale is made will not 
recoup the actual commodity cost of the gas, an in- 
crease in volumetric sales, even though resulting in an 
improved load factor, is of questionable benefit. 


12. Gas withdrawn by Northern from sources pres- 
ently allocated to its system can only be replaced from 
other sources at substantially higher prices; and the 
probability is that if the present upward trend of field 
prices continues, the greater the withdrawal, the higher 
will be the price paid for replacement gas. 
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13. Under the contract between Northern and North- 
ern States, the price of gas can never exceed 25 cents 
per Mef. 


14, The Black Dog sale is proposed to be made under 
a contract of indefinite duration; this fact, viewed in 
the light of the fact that the record fails to disclose 
Northern’s estimated requirements and sales beyond 
1956, makes it impossible to determine from the record 
the extent to which the granting of the application 
would increase Northern’s need for additional reserves. 


15. The portion of the commodity cost not borne by 
Northern States for delivery to Black Dog would of 
necessity be borne by Northern’s other customers. 
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16. Northern’s present load factor is not sufficiently 
low to be a disturbing factor in system operation and 


sales; a decreasing load factor is the expected and 
natural aftermath of rapid expansion of pipeline 
capacity to meet peak day demands. 


17. Northern already has a temporary certificate in 
Docket No. G-2460 to operate storage facilities, and 
development of this storage area would tend to balance 
the loads upon Northern’s system and conserve gas 
for the use of the public generally during periods of 
peak demands. 


18. Northern’s estimated savings in fuel costs to 
Northern States is highly speculative in view of the fact 
that it is based on the relative prices of coal and gas 
in the future; in any event, other considerations out- 
weigh the alleged savings to Northern States, includ- 
ing the need for conservation, the substantially higher 
prices to be paid for replacement gas, which higher 
prices would be rolled in by rates paid by Northern’s 
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utility customers, the fact that Northern’s sale would 
be below commodity cost, and the fact that displace- 
ment of coal by gas would result in substantial loss in 
revenue to the coal and related interests. 


19. The Black Dog Plant of Northern States would 
need approximately 560,000 tons of coal to meet its re- 
quirements in 1955 and approximately 880,000 tons of 
coal for the years 1956 and 1957 without 
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natural gas; the coal used in the plant is produced in 
southern Illinois and western Kentucky; because of 
lack of demand for coal, production in these areas has 
fallen off to a degree that the industry is in need of 
such relief as can be afforded in appropriate circum- 
stances, as it can here by denial of Northern’s appli- 
cation; and the economic conditions prevailing in the 
coal producing areas of western Kentucky and Belle- 
ville and Duquoin districts of southern Illinois would 
be worsened by a further reduction in the production 
of coal in those areas. Based on the estimated gas 
deliveries to the Black Dog plant for the 12-month 
period ending December 31, 1956, more than 633,000 
tons of coal would be displaced, with a resultant loss 
to the coal and related interests of almost four million 
dollars annually. 


20. The “permission’’ extended to Northern to re- 
tain its 22.1 cent per Mcf commodity rate component 
in Docket No. G-2217 constituted no assurance that a 
certificate of public convenience and necessity would 
issue to Northern in this proceeding for a service at 
rates that are below cost; this Commission has never 
made a determination with respect to the reasonable- 
ness of the 22.1 cent rate; and any assurance given 
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therein could only have been given with respect to 
rates subject to the Commission’s jurisdiction. 


21. Northern has failed to sustain the burden of 
showing that the rates at which the non-jurisdictional 
sale 
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would be made were sufficient to avoid casting a bur- 
den on the remainder of its customers. 

22. The construction and operation of the proposed 
facilities are not required by the present or future 
public convenience and necessity. 


‘IV. 
PRAYER FOR RELIEF 


This is a case of first importance. There runs through 
the earlier opinions in this proceeding the recognition that 
the limited supplies of natural gas should be jealously 
guarded. The use of natural gas as boiler fuel, a recog- 
nized inferior use, can only hasten the day when this fuel 
will not longer be available and economically procurable 
in the consumer market for superior uses. The coal indus- 
try has been able, and is able in the future, to meet the 
fuel demands of the Black Dog plant. There is no emer- 
gency insofar as that plant, Northern, its customers or the 
public is concerned. The only emergent fact is that author- 
ization will deprive at once and forever a valuable outlet 
for coal and result in the permanent dissipation of huge 
quantities of natural gas. 


For the reasons indicated, it is respectfully requested: 


1. That the Commission cancel and set aside its Order 
and Opinion of June 30, 1956 in this proceeding and rein- 
state its Order and Opinion of March 16, 1956. 
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‘2. That, pending the final adjudication of this proceed- 
ing by the Commission, its Order and Opinion of June 30, 
1956 be stayed. 


Respectfully submitted, 


NationaLt Coan ASSOCIATION 
Unirep Mine Workers or AMERICA 
Fuets Resgarcxe Councn, Inc. 


By: McGratx anp McGratH 
Jerome J. McGrath 
/s/ Jexome J. McGratx 
Tom J. McGrarx 
JEROME J. McGratx 
520 Shoreham Building 
Washington 5, D. C. 


By: FREEDMAN AND Levy 
Jerome H. Simonds 
/s/ JERoME H. Srmonps 
Agrnoitp Levy 
JEROME H. Smmonps 
829 Washington Building 
Washington 5, D. C. 
? Attorneys for Petitioners. 
Of Counsel: 


R. E. L. Hari 
Attorney for National Coal Association 
Southern Building 
Washington 5, D.C. 


Weuty K. Horxris 
Attorney for United Mine Workers of America 
900 15th Street, N. W. 
Washington 5, D. C. 


Dated this 27th day of July, 1956 
Washington, D.C. 
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District oF CoLUMBIA, ss: 


JeERoME J. McGratx and Jerzome H. Srmonps, being first 
duly sworn according to law, say that they are attorneys 
for petitioners; that they have read the foregoing Apptica- 
TION FoR REHEARING and are familiar with the contents 
thereof; that they have executed the same for and on be- 
half of said petitioners with full power and authority so 
to do; and that the facts set forth therein are true and cor- 
rect to the best of their knowledge, information and belief. 


/s/ JEROME J. McoGratH 
Jerome J. McGrath 
/s/ Jezome H. Smmonps 
Jerome H. Simonds 
(Szax) 


Subscribed and sworn to before me, a Notary Public, 
in and for the District of Columbia, this 27th day of July, 
1956. 


/s/ Mary H. Muze 
Mary H. Miller 
Notary Public 


My Commission expires March 31, 1961. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: JERomE K. Kuyxkenpauu, Chair- 
man; Seasorn L. Dicsy, Freperick Sruseck, WuaLum R. 
Conno.e and ArtHur Kine. 


Docket No. G-2409 


In the Matter of 
NorrHern Natura Gas Company 


Order Denying Motion for Stay 
(Issued July 30, 1956) 


On July 9, 1956 a Motion For Stay was filed by National 
Coal Association, United Mine Workers of America and 
Fuels Research Council, Inc., as to the Commission’s order 
of June 30, 1956, issuing a certificate of public convenience 
and necessity under Section 7 of the Natural Gas Act to 
Northern Natural Gas Company. 


The Commission finds: 
The allegations in the above motion do not justify 
the staying of the order. 


The Commission orders: 
The above-mentioned motion be and the same is denied. 


By the Commission. Commissioner Cannole dissenting. 
Commissioner Kline not participating. 


J. H. Gureme, 
Acting Secretary. 
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UNITED STATES OF AMERICA 
FEDERAL POWER COMMISSION 


Before Commissioners: JEzomE K. Kuyxenpauu, Chair- 
man; Seasorn L. Dicsy, Freperick Stusck and ArTHuR 
KLINE. 

Docket No. G-2409 
In the Matter of 
NortHERN Naturat Gas Company 


Order Denying Application for Rehearing and Motion for Stay 
(Issued August 27, 1956) 


On July 27, 1956, National Coal Association, United 
Mine Workers of America, and Fuels Research Council, 
Inc., interveners in the above-entitled proceeding, filed an 
‘Application for Rehearing and Motion for Stay’’ of the 
Commission’s order issued June 30, 1956, herein, issuing a 
certificate of public convenience and necessity to Nor- 
thern Natural Gas Company. 

Applicants contend that the Commission’s order is viti- 
ated by a ‘‘basic legal deficiency,’’ namely, that this case 
was decided not on the record before the Commission but 
on the basis of a conclusion reached in another proceeding. 
This contention is without merit. The Commission, in de- 
ciding this case, placed fundamental reliance on the record 
in the instant proceeding, and the basic and essential find- 
ings contained in the June 30, 1956, order amply attest this 
fact. We conclude that the determinations reached in the 
order of which rehearing is sought are correct and stand 
without reference or regard to the record in any other pro- 
ceeding. 

The application for rehearing states that “both the Pre- 
siding Examiner and this Commission initially found that 
Northern is faced with a gas supply problem.’’ The fact 
is that the Presiding Examiner’s views on gas supply were 
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never adopted or relied upon by any majority of the Com- 
mission and in the order issued June 30, 1956, in which 
Chairman Kuykendall concurred, the Commission expressly 
found that ‘‘Northern’s gas supply as shown by the record 
is sufficient to support the authorization of the certificate 
applied for.’? We affirm that finding. 

Applicants also contend that the Commission’s findings 
with respect to the price at which this gas is proposed to 
be sold are not supported by the record in this proceeding. 
But the interruptible service here proposed will produce 
revenues at a rate in excess of the commodity charge under 
the lawful rate for jurisdictional sales as it existed at the 
time of the hearing and the maximum chargeable under the 
rate schedules provided for by the order of the Commission, 
of which we take notice, issued 
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July 26, 1956, in Dockets G-2505, G-9409, and G-9410, agreed 
to by all parties to that proceeding and approved by the 
Commission. This disposes of applicant’s contentions on 
the issue of price. 

In all other respects we find that the grounds for re- 
hearing and specifications of error alleged in the appli- 
cation do not present any questions of fact or law which 
either were not fully considered by the Commission when 
it adopted the order complained of, or which having now 
been considered warrant any change in, or modification of, 
such order. Nor do applicant’s contentions justify a stay 
of the said order. 


The Commission orders: 


| The said application for rehearing and motion for 
stay be and the same is hereby denied. 


By the Commission. 
Leon M. Fuquay, 
Secretary. 
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IN THE UNITED STATES COURT OF APPEALS 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 


Ocroser Term, 1956 
No. 13,582 
Nationa Coat Association, Unrrep Mrvg Workers oF 
America, Furts Reszarcn Councn, Inc., Petitioners, 
v. 
FeprraL Power Commission, Respondent. 


Order Permitting the Printing of the Record as a Joint 
Appendix After the Dates Fixed for Filing of Briefs: Fix- 
ing Dates for Filing of Briefs and Informal Agreement on 
Portions of Record to be Printed: Providing for the Style 
of Citation to the Record, and Dispensing With Pre-Argu- 
ment Conference 


Before: Epczrton, Chief Judge, in chambers. 


Upon consideration of the joint motion dated December 
6, 1956 of all parties herein covering the above subjects, 
it is 


OxprrEep by the Court as follows: 


a. The joint appendix (or appendices) containing the 
portions of the record to be printed shall be designated by 
informal agreement of counsel for all parties not later than 
April 5, 1957, and shall be printed or reproduced in con- 
formity with the Rules and filed not later than April 30, 
1957. 


b. The time for filing briefs herein is set as follows: 


Petitioners’ opening briefs to be served and filed 
not later than February 15, 1957; 

Respondents’ briefs to be served and filed not later 
than March 15, 1957; 

Petitioners’ reply briefs to be served and filed not 
later than April 5, 1957; 
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Intervenors’ briefs shall be served and filed not 
later than the date or dates fixed for the particular 
party to this appeal with whom they are aligned. 


c. In the briefs citations shall be made to the record as 
certified to this Court (e.g., ‘‘R.000’’) instead of to the 
pages of the joint appendix. Agreed upon portions of the 
record shall be printed or reproduced in accordance with 
the Rules, as a joint appendix (or appendices), as follows: 


Page numbers of the record as certified to this Court 
shall be printed in bold-faced type in the center of the 
page, interrupting the text at the precise points where 
each new certified record page begins; 

Running heads shall be printed in bold-faced type 
at the outer top corner of each page of the joint ap- 
pendix to indicate the first and last record pages, 
any part of which appears on the respective left and 
right page of each facing pair of joint appendix 
pages ; 

The usual numerical pagination of the joint appen- 
dix shall be printed in modern (i.e., light-faced) type in 
the center of each joint appendix page, either at the 
bottom or the top. 


d. Pre-Argument conference is waived. 
December 14, 1956 


. 395-6-6) 
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